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EXECUTIVE SUMMARY
SURREBUTTAL TESTIMONY OF R.ALPH c. SMITH

SOUTHWEST GAS CORPORATION
DOCKET NO. G-01551A-07-0504

My Surrebuttal Testimony addresses the following issues, and responds to the testimony of
Southwest Gas Corporation ("Company," or "SWG") witnesses Montgomery, Mashes, Aldridge
and Hobbs on these issues :

The Colnpany's proposed revenue requirement
Adjustments to test year data
Rate base
Test year revenues, expenses, and net operating rncorne

My findings and recommendations for each of these areas are as follows:

The Company's proposed revenue requirement of a base rate increase of $50.22 million is
significantly overstated. On original cost rate base ("OCRB") my calculations show a
jurisdictional revenue deficiency of $28.36 million. I recommend that SWG be authorized
a base rate increase of $28.36 million on adjusted fair value rate base ("FVRB"). This
amount is between the Staflf's two options for the revenue requirement on FVRB. On
adjustedFVRB under Staff" s option l, which uses a fair value rate of return of 6.79 percent,
I show a base rate increase of $28.23 million. Similar to Staflf's recommendations in a
recent remand proceeding, Docket No. W-02ll3A-04-0616, concerning Chaparral City
Water Company, Staff is also presenting the Commission with an option 2 for the fair value
rate of return for SWG. Under option 2 the fair value rate of return for SWG is 7.08
percent, and the jurisdictional revenue deficiency is approximately $34.91 million. The
testimony of Staff witness David Purcell addresses the determination of the fair value rate
of return. In its filing, SWG calculated the same revenue deficiency under the OCRB and
FVRB, and consequently has not requested an additional rate increase on FVRB.

The following adjustments to SWG's proposed original cost and RCND rate base should be
made:



OCRB RCND RB

Adj .

No. Description Comment

Increase

(Decrease)

Increase

(Decrease)

B-1 Yuma Manors Pipe Replacement $ (1,092,448) S (1,092,448>
B-2 Customer Advances for Construction S (7,399,425) $ (7,399,425)

B-3 Cash Working Capital Revised $ (5,087,757) s (5,087,757>

B-4 Customer Deposits (2,480,873)$ s (2,480,873>

B-5 Accumulated Deferred Income Taxes - Acct. 190 $ (13,132,025) $ (20, 109,648)

B-6 Intangible Plant Added After the Test Year Revised $ (139,902) $ (139,902)

B-7 Accumulated Deferred Income Taxes - RCND $ (95,409,229)

B-8 Remove Net Plant Being Sold to TEP for Sundt Bypass Added $ $

Total of Staff Adjustments $ (29,332,430) $ (131,719,282)

SWGas Proposed Rate Base (Original Cost and RCND) $ 1,094,790,047 $ 1,843,481,069

Staff Proposed Rate Base (Original Cost and RCND) $ 1,065,457,617 $ 1,711,761,787

Summary of Staff Adjustments to Net Operating Income Pre-Tax Adj. to
Revenueor Expense

Net Operating
Income

NOI
Adjustment
in Staffs

Direct Filing

Difference
Between

Staff Surrey.
and Direct

Adj.
No. Description Comment

Increase
(Decrease)

Increase
(Decrease)

C-1 Yuma Manors Depreciation and Property Tax Expense s (33,315) s 50,381 s 50,381 $

C-2 Gain on Sale of Property in Cave Creek, AZ s (69,700) $ 42,148 s 42,148 s

C-3 Management Incentive Program Revised s (1,491,537> s 901,944 s 1,130,012 $ (228,068)

C-4 Stock Based Compensation s (820315) s 496,414 s 496,4]4 $

C-5 Supplemental Executive Retirement Expense s (1,625,460) s 982,929 s 982,929 s

C-6 American Gas AssociationDues s (30,138) s 48,460 s 4B,460 $

C-7 TRIMIP Surcharge s (920,914) s 556,884 $ 556,884 s

C-8 A&G Ex uses - Annualized Paiute Allocation s (23,447) s 14,179 $ 14,179 s

C-9 Intereston CustomerDeposits s 148,852 $ (90,012) (90,012)$ $

C-10 InterestS chronization Revised s s 19,103 $ (237,509) $ 256,612

C-11 Flow Back Excess Deferred Income Taxes s $ 147,345 $ 147,345 $

C-12 Injuries and Damages Revised s (851,717) $ 515,040 s 521,087 s (6,047)

C-13 Leased Aircraft Operating Costs s (32,814) $ 19,843 s 19,843 $

C-14 ElPaso Natural Gas Rate Case Expense (477,415)$ $ 288,697 s 288,697 s

C-15 New Intangible Plant Annualized Amortizations Revised s (46,633) $ 28,199 s 109,494 s (81,295)

C-16 Gain on Sale fUtility Property Related to TEP Sundt Bypass Added $ (101,600) $ 61,438 s 61,438

C-17 Depreciation for Plant Sold to TEP for Sundt Bypass Added s (5,117) $ 3,094 s 3,094

Total of Staffs Adiustments to Net Operating Income s (6,48l,870) s 4,086,086 s 4,080,352 $ 5,734

IAdjusted Net O rating Income per Southwest Gas $ 73,180,098 s 73,180,098 $

Adiusted Net Operating Income per Staff s 77,266,184 s 77,260,450 s 5,734

Summary of Staff Ad.iustments to Rate Base

The following adjustments to SWG's proposed revenues, expenses and net operating
income should be made (for comparison purposes, this table also shows the corresponding
NOI adjustment amounts from Staff s direct filing):

The following table reconciles the differences between SWG's requested and Staffs
adjusted revenue deficiency, and provides an estimated revenue requirement impact for
each Staff adjustment:



Reconciliation of Revenue Requirement
(Thousands of Dollars)

ACC
Jurisdictional
Original Cost

Conversion

Factor

Lsumaled
Revenue

Requirement
Impact Comment

Rate of Return Difference
Utili Proposed Rate Base s 1,094,790,047

ROR Difference ~0.5932/ 1.6586 s (I0,770,929) Staff ROE oz 100/

Staff ROR (x GRCF for the RB to Revenue Requirement Conversion Factor) 8.86'/

Adj. StatTRate Base Adjustments 0. 146901008

No. Description
B-I ume Manors Pipe Replacement! s (l_092_448) 0146901008 s (160,482)

B-2 Gain on Sale ofPronertv in Cave Creek, AZ s (7_399,425) 0146901008 s (l,086_9B3)

B-3 Cash Working Capital s (5,087,757) 0.14690100s s (747,397)

B-4 Customer Deoosirs s (z,4s0.873) 0.146901008 s (364,443)

B-5 Accumulated Deferred Income Taxes. Acct 190 s (l3,l3Z,0Z5) 0.146901008 s ((,929.I0s)

B-6 -AIntern 'be Plant Added Alter the Test Year s (139,902) 00146901008 s (20,552)

B-7 Accumulated Deferred Income Taxes . RCND x 0.146901008 s

B-8 Remove Net Plant Bdnq Sold ro TEP for Sundt Bvpass s 9146901008 x

Total of Staff Adiustments s (29,332,430)

The Utili 's Proposed Rate Base s 1,094,790,047

Rounding x

StaIT Proposed Original Cost Rate Base s 1,065,457,517

Staff Net Operating Income Adjustments

Adi. Description NO] Adjustment GRCF

C - l ume Manors Depreciation and Propertv Tax Expense s 50,381 L6586 s (83,562)

C-2 air on Sale of Prone' in Cave Creek. AZ s 42,148 16586 s (69,907)

C-3 amazement Inoenlive Program S 901.944 l 65B6 s (l,495,964)

C-4 tock Base Compensation s 496,414 1.6586 s (823,352)

c - s unnlemental Executive Retirement Expense x 982,929 1.6586 x (l,630,2B6)

C-6 erica Gas Association Dues x 48,460 1.6586 s (80,376)

c . 1 I |- Surcharge 556.884s 16586 s (923,648)

C-8 G Exoensas - Annualized Paiute Allocation s 14,179 1.6586 s (z3,sm

C-9 ntefest on Customer Deposits s (90,01z) 1.6586 s 149,294

C~l0 ln!e1'¢st Svnchronization s 19.103 16586 s (31 ,6s4>

C~Il |l Back Excess Deferred Income Taxes 147,345s 1.6586 x (244,386)

C-I2 niuries and Dlmazes s 515,040 116586 x (854,245)

C-I3 Ie Aircra& Operating Costs x 19,843 L6586 S (32,912)

C-I4 I Paso Natural Gas Rate Case Expense s 288,697 1.6586 s (478,833)

C-I5 lnzanaible Plan: Annualized Amortizations s 2B.l99 116586 (46,771)s

C-l6 air on Sale of Utilitv Pr end Related xo TEP Sundt Bypass s 61,438 1.6586 s (10I,90I)

C-I7 1D recition fa Plant Sad xo TEP for Sundt Bvpass s 3,094 1.6586 s (5,132)

Total of Snffs Adiustmems s 4,086,086

Adjusted New Opefaling Income per Utility s 73,180,098

Rounding s
Adiusted Net Operating Income r Stat! s 77,266,1 so

I ISTAFF REVENUE RE umsmsm ADJUSTMENTS IDENTIFIED ABOVE s (Zl,8570076) sum of above

2 Utili Requited Base Rate Revenue Increase s §0,118,363 Staff Schedule A

3 IAdiusled revenue r uiremem., per above s 28,361,287 Line I + Line 2

4 GRCF difference (see below s Line 12 below

5 tall' Adiuste¢l revenue increase (decrease) on OCRB s 28,363,105 S\atf Schedule A

6 Dollar Difference ur\identiGed s (1,818)

7 Percent difference -0.006 /

GRCF diffcrefuzef

8 PC? Staff L6586 Sch A-I No aiff fog' SWG

g Per the Utility 1.6586 Sch A-I

10 Difference 0

Uxili s adiusled NOI deGciencv s 30,277,561 Sch A, ca A

12 GRCF difference s

I
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1 INTRODUCTION

2 Q.

3

4

Please state your name, position and business address.

Ralph C. Smith. I am a Senior Regulatory Consultant at Larldn & Associates, PLLC,

15728 Farmington Road, Livonia, Michigan 48154.

5

6 Q.

7

8

Are you the same Ralph C. Smith who previously filed Direct Testimony in this

proceeding  on beha lf  o f  the  Arizona  Corporat ion Commission ("ACC" or

"Commission") Utilities Division Staff ("Staff")?

Yes, I am.9

10

11 Q- What is the purpose of the Surrebuttal Testimony you are presenting?

12

13

14

The purpose of my testimony is to address the rate base, adjusted net operating income

and  revenue requ irement  p roposed  by Southwest  Gas Corpora t ion ("SWG," o r

"Company"), and to present Staffs updated revenue requirement recommendations .

15

16

17

18

19

20

Q. Have you prepared any exhibits to be filed with your testimony?

Yes. Attachments RCS-7 through RCS-8 contain the results of my analysis and copies of

selected documents that are referenced in my testimony, respectively.

REVENUE REQUIREMENT

21 Q-

22

23

What issues are addressed in your Surrebuttal Testimony?

My Surrebuttal Testimony responds to the Company's Rebuttal Testimony concerning

various issues affecting the revenue requirement, rate base and net operating income.

24

A.

A.

A.

A.

A.
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1 Q,

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

As a result of information received after your Direct Testimony was completed, have

you revised Staffs recommended revenue increase?

Yes. As shown on Attachment RCS-7, I have revised Staffs recommended revenue

increase for information received after my direct testimony was completed. Staff

recommends a revenue increase of $28.36 million on adjusted fair value rate base. This

amount is between the Staffs two options for the revenue requirement on FVRB. As

shown on Schedule A, on original cost rate base ("OCRB") my calculations show a

jurisdictional revenue deficiency of $28.36 million. On adjusted fair value rate base

("FVRB") under Staffs option l, which uses a fair value rate of return of 6.79 percent, I

show a base rate increase of $28.23 million. Similar to Staffs recommendations in a

recent Chaparral City Water Company remand proceeding, Docket No. W-02ll3A-04-

0616, Staff is also presenting the Commission with an option 2 for the fair value rate of

return for SWG. While Staff is not recommending that the Commission adopt option 2 in

this case, under option 2 the fair value rate of return for SWG is 7.08 percent, and the

jurisdictional revenue deficiency is approximately $34.91 million. Attachment RCS-2,

Schedule D, revised, shows the development of Staffs recommended fair value rate of

return to be applied to FVRB. The direct and surrebuttal testimony of Staff witness David

Parcell addresses the determination of the fair value rate of return.18

19

20

21

ADJUSTMENTS TO ORIGNAL COST RATE BASE

Please discuss Staffs adjustments to SWG's proposed original east rate base.Q-

22 A.

23

24

25

A.

Staff has made seven adjustments to SWG's proposed original cost rate base. These have

been designated as Staff Adjustments B-1 through B-6 and Adjustment B-8. Staff

Adjustment B-8 to address plant that Southwest is selling to TEP related to the TEP's

Sundt plant bypass. has been added in surrebuttal, and is described below. As described

in my Direct Testimony, I have also made an adjustment to SWG's proposed RCND rate



Surrebuttal Testimony of Ralph C. Smith
Docket No. G-01551A-07-0504
Page 3

1

2

3

base, for trending the Accumulated Deferred Income Tax ("ADvT") component, which is

also discussed below and shown in Staff Adjustment B-7. My rebuttal to Southwest

concerning each adjustment follows.

4

5

6

B-1

Q-

7

Yuma Manors Pipe Replacement

How is Staff responding to SWG's Rebuttal concerning Staff's recommended

adjustment for the Yuma Manors Pipe Replacement?

8

9

10

11

12

Staff witness, Corky Hanson, is responding to the Rebuttal Testimony of SWG witness

Jerome T. Schmitz. I am responding to the Rebuttal Testimony of SWG witness Robert

Mashes, which addresses, at pages 8-14, regarding ratemaking standards and precedents

tha t  the Commiss ion has  applied in pas t  SWG ra te proceedings  to determine the

appropriate level of pipe replacement costs in rate base.

13

14 Q- Mr. Mashes cites four prior Commission Decisions. Are any of those directly on

point with the Yuma Manors pipe replacement issue in the current rate case?15

16

17

18

19

20

21

22

No. As explained in Mr.  Hanson's test imony, Staff views the Yuma Manors  pipe

replacement issue in the current rate case as a cost that has arisen as the direct result of

incor rect  act ions  taken by SWG personnel result ing in the fa ilure of tha t  system.

Consequently,  as applied to the Yuma Manors pipe replacement issue that  is  being

addressed in the current SWG rate case, Staff has a different perspective of the regulatory

history, and the appropriate regulatory treatment of the Yuma Manors cost,  than Mr.

Mashas apparently does.

23

A.

A.
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1 Q»

2

3

Plea se exp la in S ta f f ' s  per spect ive of  the r egu la tor y his tor y a nd the a ppr opr ia t e

treatment of the Yuma Manors pipe replacement cost ,  and how that  differs with the

views and interpretations expressed in Mr. Mashes' Rebuttal Testimony.

4 At pages 9-10, Mr. Mashes states that:

5
6
7
8
9

10
11
12
13
14
15
16

Beginning in Commission Decision No. 57075 and in every subsequent
Commission rate case decision for Southwest, the remedial portion of pipe
replacement was snared equally between customers and shareholders, if
the original installation of the pipe was by a gas company other than
Southwest. This was the case regarding Arizona Public Service (APS)
installed ABS pipe. This was also the Commission ruling in regards to
Tucson Gas and Electric (TG&E), now Tucson Electric Power (TBP),
installed Aldyl A, ABS and 1960s vintage steel pipe. In the one instance
where pipe replacement was the result of Southwest installed Alkyl HD
pipe, the remedial portion of pipe replacement was the sole responsibility
of Southwest's shareholders.

17

18

19

20

21

22

23

24

Staff notes the following facts with respect to the Yuma Manors steel pipe at issue in the

current SWG rate case. First ,  as noted in the above quoted portion of Mr.  Mashas'

Rebuttal Testimony, the Commission has found that, under the appropriate circumstances,

the remedial potion of the pipe replacement cost was the sole responsibility of SWG's

shareholders. In  r ega r ds  t o  t he Yu ma  M a nor s  p ip e r ep la cement ,  b a s ed  on t he

circumstances that lead to that pipe failure, as described by Staff witness Hanson, the

responsibility for the cost should be with SWG's shareholders, rather than being shared

with ratepayers.25

26

27

28

Second, as far as Staff can tell, that specific Yuma Manors steel pipe had not previously

been replaced. Thus, the pipe replacement costs for Yuma Manors that occurred in 2006,

which are at issue in the current SWG rate case, was not specifically addressed in the 19

percent write-off of steel pipe that was discussed in Decision No. 58693 .

29

30

31

A.
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1

2

3

Third, the current SWG rate case represents the first SWG rate case where the issue of the

Yuma  Manor s  p ipe r ep lacement  is  being addressed. T he issues  concerning the

questionable maintenance of that pipe, as described in Staff witness Hanson's testimony,

first came to Staff" s attention in the context of the current SWG rate case.4

5

6 Q.

7

8

9

At page 10,  lines 12-13 of his  Rebuttal,  Mr.  Mashas states that each of the five

previously addressed pipe replacement programs shared the following characteristic

in common: "All five pipe replacement programs resulted in the premature

replacement of pipe resulting from either defective material and/or installation." Is

the  Yuma Manors  pipe  replacement  is sue  in the  current  S WG  case  direct ly

attributable to either defective material or installation?

10

11

12

13

14

15

16

17

18

19

20

With respect to Yuma Manors,  as explained by Staff witness Hanson,  the premature

replacement was not attributed to defective material and/or installation, but rather to the

actions of SWG employees. Consequently, where there was a sharing of cost between

shareholders and ratepayers in prior SWG rate cases where the premature replacement was

attributed to either defective material and/or installation, Staff attributes the premature

replacement of Yuma Manors not to those factors but rather to negligent maintenance by

SWG. As such, based on Staffs analysis in the current SWG rate case, the cost of the

premature replacement of the Yuma Manors pipe should be borne by shareholders and not

shared between shareholders and ratepayers.

21

A.
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1 Q-

2

3

4

5

6

At pages 11-12 of his Rebuttal Testimony, Mr. Mashes comments on the

Commission's previous rulings concerning the replacement of steel pipe. He cites

Decision No. 58693, wherein theCommission adopted and approveda settlement that

addressed the appropriate level of steel pipe replacement that would be included in

rate base. Please discuss Mr. Mashes' view of Decision No.58693 and describe how

and why Stafi's interpretation of that decision, as applied to the issue of Yuma

Manors pipe replacement cost in the current SWG rate case differs.7

8 Mr. Mashes states at page 11, lines 20-22, of his Rebuttal that:

9

10

11

12

13

14

15

16

17

18

19

20

21

22

The settlement addressed the appropriate level of steel pipe replacement
that would be included in rate base. For steel originally installed in the
1960s and replaced from July 1993 through June 1994, 8] percent would
be included in rate base and the remaining 19 percent would be written-
O]§€ The average year of original install of 1960s steel pipe was 1964.
Therefore, pipe that had an average useful life of approximately 30 years
was af'ordea' 8] percent rate base treatment. The settlement also provided
for replacement expenditures taking place in future years, an additional
one percent of rate base inclusion would be granted. As a result, in the
case of 1960s steel pipe, all replacement expenditures would be included
in rate base by 2012. Therefore, the settlement also provided 100 percent
rate base treatment for all Pre-1960's steel pone replacement, similar to
Yuma Manors pipe. (Emphasis in original.)

23

24

25

26

27

At page 12, Mr. Mashas claims that Staffs proposal is not consistent with any of the

above Commission rulings on pipe replacement. He seems to believe that the settlement

that was approved in Decision No. 58693 somehow provided SWG with "l00 percent

recovery of replacement cost for steel pipe that was first installed prior to 1960."1

28

29

30

31

Staff has a different view of Decision No. 58693 and concludes that it does not preclude

Staff from pursuing the issues related to the Yuma Manors pipe replacement in the context

of SWG's current rate case, based on the facts that Staff has identified in the current case.

A.

1 See, e.g., Mashas' rebuttal testimony, page 12, lines 24-26.
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1

2

3

Decision No. 58693,  at  page 3,  paragraph B, specified that SWG shall write off the

following amounts of gross plant-in-service on its books as of June 30,  1993,  which

included an amount of $906,000 for steel pipe. With respect to steel pipe, paragraph B

4 provides further that:

5

6

7

8

9

10

11

12

13

14

In future Southwest rate eases for the Southern Division gas properties,
Southwest shall exclude from rate base an addit ional portion of
capitalized expenditures associated with replacements of steel installed
in the 1960's related to defective materials and/or installation. For
such capitalized expenditures during the period July 1, 1993 through June
30, 1994, the rate base exclusion shall be based on the following
percentages: 19 percent for steel installed in the 1960's During
each successive twelve month period following June 30, 2004, the
foregoing pereentages shall be reduced incrementally by one percent.

15

16

17

18

Clearly, this provision relates to capitalized expenditures associated with replacements of

steel pipe that was installed in the 1960s that is related to defective materials and/or

installation. The issue concerning Yuma Manors in the current SWG rate case relates to

19

20

21

22

23

24

questionable maintenance and an error made by SWG personnel in 2006 related to wiring

the cathodic protection. Additionally, what Mr. Mashas fails to acknowledge is that the

maintenance issues related to the Yuma Manors pipe replacement issue in the current rate

case were not mown in the 1993-1994 time frame when the case addressed by Decision

No. 58693 was processed. Moreover, Mr. Mashes fails to mention paragraph F on page 5

of Decision 58693, which provides that:

25
26
27
28
29
30

nothing in this Agreement shall be construed as prohibiting Stator any

other party from pursuing new issues related to expenditures made or
actions taken after June 30, 1993, except for the treatment of pipe
replacement and repair costs, which will be governed by paragraph B.
However, Stajj" or any other party shall not be precluded from pursuing

z As described in the direct testimony of Staff witness Corky Hanson, a need for Southwest to correct deficiencies in
the cathodic protection was identified in a 2006 inspection report and remedial action, which included connecting the
wiring backwards, was not completed until February 28, 2006.
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1

2

3

issues related to pipe replacement, pipe repair, leak surveys or any other
matter related to pipe replacement, pipe repair, or leak surveys not
specu'ically covered by Paragraph B.

4

From Staffs perspective, nothing in Decision No. 58693 precludes Staff from addressing

in the current SWG rate case the concerns over SWG's questionable maintenance of the

Yuma Manors pipe,  including the reverse wir ing of the cathodic protections,

resulting costs of the pipe replacement that resulted from those maintenance issues.

or the

5

6

7

8

9

10

11

12

Q, Has SWG offered to make a lesser adjustment related to the Yuma Manors pipe

replacement?

13

14

15

16

17

18

Yes. At page 13 of his Rebuttal Testimony, Mr. Mashes offers to reduce rate base by

$320,779 ($123,397 for mains and $197,382 for services) for additional costs Mat were

incurred by the Company due to the urgency required to replace the Yuma Manors steel

pipe system in a relatively short period of time. In response to Staff data request STF-13-

21, SWG identities related adjustments to decrease depreciation expense by $15,175 and

property taxes by $8,499, that should be made if SWG's offer to make a lesser adjustment

for Yuma Manors were to be accepted.4

19

20 Q- Does Staff agree with SWG's proposed offer for a lower adjustment for Yuma

21

22

23

24

25

26

Manors?

No. Staff views SWG's offer to reduce rate base by only $320,779 for the Yuma Manors

pipe replacement (plus the related adjustments to depreciation expense and property taxes)

as the absolute minimum adjustment that should be made. As noted above, Staff does not

agree with Mr. Mashas' interpretation of the prior SWG rate case orders as precluding the

adjustment recommended by Staff in the current SWG rate case.

A.

A.

3 See, e.g., Staff witness Corky Hanson's direct testimony at page 2.
4 See Attachment RCS-8 for copies of data request responses referenced in this testimony.
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1 Q. What adjustment does Staff recommend for Yuma Manors?

2

3

4

5

6

7

8

9

10

11

12

Staff recommends the adjustment that was shown on Schedule B-15, that reduces rate base

by $1,092,448 This adjustment restates test year rate base as if the pipe replacement

project undertaken by SWG in the Manors subdivision in Yuma, Arizona, did not exist.

Plant  in Service accounts for  Mains (Account 376) and Services (Account 380) are

restated to effectively eliminate the costs related to the Company's failure to adequately

maintain the pipe which led to its replacement. Accumulated Depreciation as of April 30,

2007, the end of the test year, is also restated similarly. The components of the adjustment

are summar ized on Schedule B-l. P lant  in Service is  reduced by $1.232 million.

Accumulated Depreciation is increased by $l39,314. Net rate base is decreased by $1.092

million. As was noted in my Direct Testimony, the source for the amounts used in the

adjustment was SWG's response to Staff data requests STF-7-l and LA-11-6.6

13

14

15

16

17

Related adjustments for depreciation expense and property taxes should also be made. As

described in my Direct Testimony, Staff Adjustment C-1 is related to this adjustment and

reduces  tes t  yea r  Deprecia t ion Expense and Proper ty T ax Expense,  based on the

adjustment to Plant in Service and Net Plant, respectively.

18

19 B-2 Customer Advances for Construction

20 B-4

21 Q-

Custom Er Deposits

Does SWG disagree with Staffs Adjustments B-2 or B-4?

22

23

No. However, SWG witness Randi Aldridge suggests at page 6, lines 7-16, that accepting

these Staff adjustments should somehow be contingent upon making an adjustment to

24 Uncollectibles expense.

25

A.

A.

5 In Attachment RCS-2, attached to my direct testimony.
0 See Attachment RCS-5 for copies of data request responses referenced in this testimony.
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1 Q- Has SWG changed its request for Uncollectibles Expense?

2

3

4

No. As stated in the Company's response to data request STF-13-11(a): "Southwest 's

request  for  uncollect ibles  expense is  unchanged from its  init ia l f iling. Southwest

continues to request test year recorded uncollectibles expense of $2,977,729."

5

6 Q- Are Staff's Adjustments B-2 or B-4 to rate base contingent in any way upon whether

an adjustment is made to Uncollectibles Expense?7

8

9

10

11

12

13

14

No. Staff Adjustments B-2 and B-4 affect rate base and are not dependent upon whether

test year uncollectibles expense is adjusted or not. Staff Adjustment B-2 decreases rate

base by $11285 million to reflect the end-of-test-year balance for Customer Advances.

Rate base is also increased by $3.885 million for the related impact on Accumulated

Deferred Income Taxes ("ADIT"). Similarly, Staff Adjustment B-4 decreases rate base by

$2.48 million to reflect the end-of-test-year balance for Customer Deposits. Neither of

these rate base adjustments is dependent in any way on Uncollectibles Expense.

15

16 Q- Please summarize why Staff Adjustment B-2 is necessary.

As explained in my Direct Testimony, the end-of-test-year balance for Customer

Advances should be used for at least two reasons.

17

18

19

20

21

22

23

24

First, Customer Advances are related to Plant, and the end-of-test-year balances for Plant

in Service and Accumulated Depreciation are used in rate base.  Revenues have been

annualized to year-end conditions, and expenses, such as Depreciation and Property Taxes

have also been adjusted to year-end conditions, to properly "match" with the use of year-

end plant in rate base.

25

A.

A.

A.
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1

2

3

4

5

6

7

8

Second, and perhaps more importantly, the end-of-test-year balance for Customer

Advances is more representative of current and ongoing conditions than would be an

average test year balance. As shown on Schedule B-27, the monthly balance of Customer

Advances has increased in each month of the test year. Thus, unlike some other rate base

components, where the balances fluctuate up and down from month to month, the steady

upward trend in Customer Advances indicates that this is a growing balance.

Consequently, the average balance is not representative of conditions at the end of the test

year, or on a going-forward basis.

9

10 Q- Please summarize why Staff Adjustment B-4 is necessary.

11 The end-of-test-year balance for Customer Deposits should be used for at least two

12 reasons.

13

14

15

First, Customer Deposits are related to the number of customers that the utility is serving.

End-of-test-year balances for Plant in Service and Accumulated Depreciation are used in

16 the determination of SWG's rate base. Revenues have been annualized to year-end

17

18

19

20

21

conditions, and expenses, such as Depreciation and Property Taxes have also been

adjusted to year-end conditions, to properly "match" with the use of year-end plant in rate

base. Using the end-of-test-year balance of Customer Deposits thus better matches that

balance with the use of year-end customer levels that were used to annualize utility

revenues to test year-end conditions.

22

23

24

25

Second, and perhaps more importantly, the end-of-test-year balance for Customer

Deposits is more representative of current and ongoing conditions than would be an

average test year balance. As shown on Schedule B-4, the monthly balance of Customer

A.

7 In Attachment RCS-2, attached to my direct testimony.
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1

2

3

4

5

6

7

8

9

10

11

Deposits has increased in each month of the test year. Thus, unlike some other rate base

components, where the balances fluctuate up and down from month to month, the steady

upward trend in Customer Deposits indicates that this is a growing upward trend, and the

average balance is not representative of conditions at the end of the test year,  or on a

going-forward basis. Perhaps even more compelling regarding the trend of steady growth

SWG has  exper ienced in the monthly ba lances  of  Customer  Deposit s  is  shown on

Schedule B-4, page 2. In the 61 months from September 2002 through September 2007,

the Company's balance of Customer Deposits has increased in every single month.  A

gr a ph of  the monthly Cus tomer  Depos i t  ba la nces  f r om September  2002  thr ough

September 2007, which illustrates this trend of steady growth to (and even beyond) the

end of the test year, is presented on Schedule B-4, page 3.

12

13

14

B-3 Cash Working Capital

What issues relating to Cash Worldng Capital are addressed in SWG's RebuttalQ-

15

16

17

18

19

20

Testimony?

SWG witness Robert Mashas' Rebuttal Testimony addresses two issues related to cash

working capital:

(1) Southwest agreed with RUCO on the inclusion of an interest lag for  preferred

securities.8

(2) The derivation of a payment lag for revenue-based taxes.9

21

A.

8 See the rebuttal testimony of Mr. Mashas, at pages 15-16. He also states that Southwest disagrees with RUCO
concerning the inclusion of a lag for interest on customer deposits in the lead-lag study.
9 Id., pages 16-17.
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1 Q- Does Staff agree that the cash working capital should reflect the lag for the payment

2

3

4

5

6

7

of interest on preferred securities?

Yes. Interest on preferred securities is included in the cost of capital and should be

afforded similar ratemaking treatment to other interest expense included in the cost of

capital. As shown on Schedule B-3, revised, page l of 2, line 7, column D, I have used

the same quarterly payment lag of 45.25 days for the preferred securities payment lag

proposed by SwG'° and used by Rico" to reflect this.

8

9 Q-

10

In your Direct Testimony, had you identified any revisions to SWG's cash working

capital request that were not quantified at that time?

11

12
r "

X

13

14

15

Yes. I noted that SWG had omitted reflecting the additional cash payment lag associated

with revenue-based taxes and assessments. I noted that the lead-lag studies for other

Arizona utilities, including UNS Gas ("UNSG"), UNS Electric("UNSE") and Tucson

Electric Power Company ("TEP") had each included a component in the cash worldng

capital allowance for the additional cash payment lag related to the payment of revenue-

based taxes and assessments.16

17

18 Q-

19

Have you incorporated a lag for the payment of revenue-based taxes into the

calculation of cash working capital?

20 Yes. This is shown on Attachment RCS-7, Schedule B-3, page 2. As shown there,

21

22

23

incorporation of a net payment lag for revenue-based taxes of 18.10 days reduces SWG's

cash working capital and rate base by approximately $5 million. As explained below, and

shown on Schedule B-3, page 2, the net lag of 18. 10 days is based on the difference in the

A.

A.

A.

10 See Mr. Mashas' Rebuttal Exhibit _(RAM-3), sheet 1 of 2, preferred equity lag days of45.25 days.
11 See RUCO witness Rodney Moore's Schedule RLM-6, page 3 of 5, which shows the preferred equity lag of 45.25
days.
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1

2

weighted payment lag of 57.63 days for revenue-based taxes and SWG's revenue lag of

39.53 days.

3

4 Q. Please explain why a net payment lag for revenue-based taxes should be reflected in

the determination of cash working capital.5

6

7

8

9

10

11

12

During the period between (1) when the utility collects the revenue based taxes from

ratepayers and (2) when the utility remits those funds to the taxing or assessing authority,

the Company has use of the ratepayer-provided funds. Because the revenue based taxes

are directly related to the provision of utility service and because there is a cash payment

and the utility typically has the use of ratepayer-provided funds for some period, it is

appropriate to reflect the payment lag associated with such taxes in the determination of

cash worldng capital using a lead-lag study.

13

14 Q- What payment lag for revenue-based taxes does SWG propose?

15

16

17

18

19

20

As described in the Rebuttal Testimony of SWG witness Robert Mashas and shown on his

Rebuttal Exhibit _(RAM-3),  sheet 2,  the Company proposes a revenue-based payment

lag of 45.24 days. Mr. Mashas derived this by calculating a payment lag for quarterly and

annually paid revenue-based taxes and by assuming that the lag related to the monthly

payments of revenue-based taxes was identical to the Company's 39.53-day revenue lag.

The latter, however, is an incorrect assumption.

21

22 Q-

23

Is Mr. Mashes' derivation of the lag for the revenue taxes that are paid monthly

consistent with what you have seen in other recent Arizona energy utility rate cases?

24

25

26

A.

A.

A.

No,  it  is  not . As shown on Mr. Mashas' Rebuttal Exhibit ___(R.AM-3), sheet 2, the

monthly paid revenue taxes consist of franchise fees (which were approximately $6.448

million for SWG) and the State of Arizona privilege/sales tax (approximately $84.412
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1

2

3

4

million). The payment lag assumed by Mr. Mashes for each of these is too short, and is

inconsistent with the revenue tax payment information in other recent Arizona energy

utility rate cases, where those utilities are paying the same or similar types of revenue-

based taxes that Southwest is paying.

5

6

7

For example, the revenue tax payment lag workpapers for UNSG, UNSE and TEP each

include the following explanation of the derivation of the lag for  the payment of the

Arizona State sales tax:8

9

10
11
12
13
14
15
16
17

The Arizona Transaetion Privilege Tax is required to be paid by the 20/h
day of the month following the applicable revenue month. Consistent with
the development of the revenue lag, the tax payment should be measured
from the midpoint of the customer service period underlying the revenue
being taxes to the actual tax payment date. For example, if January
revenues include a billing cycle extending from December 10'h through
January 9th, the tax payment should be measuredfrom the midpoint of that
period, and not from the midpoint of.]anuary.

18

19

20

21

22

23

24

25

An examination of some of the Arizona Department of Revenue, Transaction Privilege,

Use and Severance Tax Returns (TPE-1),  as filed by SWG (which were provided in

response to data request STF-11-3) indicate that the returns are due on the 20th day of the

following month.12 The information shown on SWG's returns for the Arizona Transaction

Privilege Tax thus appears to be consistent with the analysis used by UNSG, UNSE and

TEP, but is inconsistent with the monthly payment lag analysis shown on Mr. Mashas'

Rebuttal Exhibit _(RAM-3),  sheet 2.

26

Hz Illustrative copies of such returns are included in Attachment RCS-8.

N I l ulllllllllllul Ilulll II



Utility
Revenue
Lag Days

AZ State
Sales Tax
Payment
Lag Days

Additional Lag
for Payment
of Sales Tax

UNSG 38.95 52.36 13.41

UNSE 35.59 50.58 14.99

TEP 33.79 58.6 24.81

-1111111 Illlllllllll lulluu ll
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1 Q-

2

What payment lag did UNSG, UNSE and TEP use for  the Arizona State Transaction

Pr ivilege Tax,  and how did tha t  compare with the respect ive revenue lag for  those

utilities?3

4

5

6

7

The payment lags used by UNSG, UNSE and TEP for  the Arizona State Transaction

Privilege Tax (aka the state sales tax), and how that compared with the respective revenue

lags used by those utilit ies in their  most recent lead-lag studies is summarized in the

following table:

8

9 Additional Lag in Payment of Arizona State Sales Tax
Beyond the Utility's Revenue Lag

10

11

12

13

14

15

16

17

As shown above, there is a notable additional lag for the monthly payment of the state

sales tax beyond the utility's revenue lag.

18

19 Q- What does the information in SWG's response to data request STF-11-3 show for

2 0 monthly paid city franchise taxes?

21 For franchise taxes paid monthly, the returns are due on the 20"' day of the next month. A

22

23

2 4

review of SWG's actual returns, including those for the cities of Phoenix, Scottsdale,

Tempe, Tucson, Chandler, Glendale, Mesa, Peoria, and Mondale support this. Illustrative

copies of such returns are included in Attachment RCS-8 to my Surrebuttal Testimony.

25

A.

A.
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1 Q- What net lag did SWVG assume for monthly paid city franchise taxes?

2

3

Mr. Mashes used the Company's revenue lag, without any adjustment, as his assumed

payment lag for monthly paid city franchise taxes.

4

5

6

Q- How does that compare with what TEP and its affiliates used for similar monthly-

paid franchise taxes?

7

8

9

10

11

The payment lag used by SWG for monthly paid city franchise taxes is much too short.

When TEP and its affiliates paid monthly franchise fees to some of the same cities (such

as Tucson to which Southwest also pays such taxes) TEP concluded, for example, that:

"the required payments of taxes are due the 20th day of the following month. Accordingly,

the same 58.6-day computed lag for AZ Sales Taxes would apply to these various

revenue-driven taxes."12

13

14 Q- What lag for revenue-based taxes have you used for SWG?

15

16

17

18

19

20

21

22

As shown on Schedule B-3 (Revised), page 2, I have used a net lag of 18.1 days. My

derivation of the net lag for the payment of revenue-based taxes is similar to that of SWG,

however, I have revised the payment lag related to the monthly payment of city franchise

fees and the Arizona State Transaction Privilege Tax (aka the Arizona state sales tax) by

adding 14 days to SWG's revenue lag. This is consistent with how such taxes are actually

paid, as well as being reasonably consistent with the approach used, and results obtained,

by the most current lead-lag studies of other major Arizona energy utilities including

UNSG, UNSE and TEP.

23

24 Q- What is the result of your revised cash working capital calculation?

25

26

A.

A.

A.

A. As shown on Schedule B-3 (Revised), I have decreased SWG's filed cash working capital

by approximately $5 million.
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1 B-6

2 Q-

3

4

5

6

New Intangible Plant Placed Into Service by December 31, 2007

What does SWG's Rebuttal state concerning Staff's adjustment for new intangible

plant placed into service by December 31, 2007?

SWG witness Randi Aldridge addresses this at pages 14-15 of her Rebuttal Testimony.

The Company disagrees with Staff' s adjustment because it used information from SWG's

responses to data requests STP-6-49 and STp-ll-4. SWG had provided updated and/or

revised responses to those data requests, which had not been considered in Staff' s

adjustment.

7

8

9

10

11

Q- Have you revised Staffs adjustment for new intangible plant placed into service by

December 31, 2007 to incorporate SWG's supplemental response to data requests

STF-6-49 and STF-11-4?12

13

14

15

16

Yes. Incorporating the information provided in the Company's supplemental/revised

response to those Staff data requests should bring the Staff adjustment into agreement with

the Company's revised amount of $1,449,530, which was further clarified in SWG's

response to Staff data request STP-13-12.

17

18

19

20

Q- Please explain StamPs revised adjustment for new intangible plant placed into service

by December 31, 2007.

21

22

23

24

SWG's filing included an adjustment (Company Adjustment No. 14) to add to rate base

$1,696,000 for new intangible plant that the Company projected would be placed into

service by December 31, 2007. Staff Adjustment B-6, revised, adjusts the Company's

estimate for actual new intangible plant that was placed into service by December 31,

2007 to the amount of $1,449,260 shown in SWG's revised responses. As shown on

Schedule B-6, Intangible Plant allocated to Arizona is reduced by $139,902.25

26

A.

A.

A.
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1 Q. Is there a related adjustment for the annualized amortization?

2

3

4

Yes. A related adjustment for the impact upon annualized amortization expense is

presented in Staff Adjustment C-15, revised. As shown there, SWG's originally requested

Arizona jurisdictional expense for the amortization of new intangible plant is reduced by

$46,633.5

6

7

8

9

10

Remove Net Plant Being Sold to TEPfor Sundt Bypass

Please explain the adjustment to remove the net plant that is being sold to TEP

related to the Sundt Plant bypass.

11

12

SWG has removed revenue related to TEP bypassing SWG with respect to providing gas

supply to TEP's Sundt generating station. SWG's May 14, 2008 supplemental response to

data request RUCO-7-2 states that:

13

14
15
16
17
18
19
20
21
22
23
24
25
26
27

A) A high pressure metering faeility and 1,867 feet of 12-inch steel pipe
will be retired as a result of the TEP bypass. The original amountfor the
metering faeility to be retired is $182,093 and the retirement amount for
the piping to be retired is $28,526. The net book value as of April 30,
2007, for the metering facility is $151,351 and the net book value of the
piping is $25,429. The net book value as of March 31, 2008, the expected
sales date, for the metering facilily is $144,156 and the net book value of
the piping is $24,440.

B) The facilities described in the response to a) are anticipated to be sold
as a result of the TEP bypass. Although the sales agreement between
Southwest, TEP, and El Paso is not final, the tentative sales prices are
$398,381 and $350,000for the Alternative Feed Line (pipe) and Meter Set
Assembly (MSA), respectively.

28

29

30

31

Staff adjustment B-8 removes the plant from rate base. Based on the standard accounting

for a retirement of plant, the same amount is credited to Plant and is debited to

Accumulated Depreciation. Consequently, this adjustment has a net impact on rate base

of zero.32

A.

A.
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1 Q.

2

Is there a related adjustment for the sharing of the gain realized on the sale of that

plant betweenshareholders and ratepayers?

3

4

Yes. A related Staff Adjustment, C-16, discussed below, reflects the sharing of the gain

between ratepayers and shareholders.

5

6 ADJUSTMENTS TO OPERATING INCOME

7

8

9

Q- What adjustments to operating income do you discuss in your Surrebuttal

Testimony? ,

10

11

I discuss adjustments which have been revised or added based on the receipt of additional

information from SWG. I also respond to SWG's Rebuttal Testimony concerning certain

adjustments to operating expenses that Staff has recommended.

12

13

14

15

16

17

18

19

20

Q- Have you revised Staff's recommended net operating income?

Yes. Attachment RCS-7, Schedule C, revised, summarizes Staff s recommended net

operating income. Schedule C.l, revised, presents Staff' s recommended adjustments to

Arizona test year revenues and expenses. The impact on state and federal income taxes

associa ted with each of the recommended adjustments to operat ing income are a lso

reflected on Schedule C.1. Staffs revised adjusted net  operating income is $77,266

million. The recommended adjustments to operating income are discussed below in the

same order as they appear on Schedule C.1 .

21

22 C-1

23 Q.

Yuma Manors Depreciation and Property Tax Expense

In response toSWG's Rebuttal Testimony have you revised StaffAdjustment C-1 ?

24

25

26

A.

A.

A.

A. No. As described above, in conjunction with the related rate base adjustment, Adjustment

B-1 ,  S t a f f  disa gr ees  wi th S WG witnes s  R ober t  Ma sha s '  int er p r et a t ion of  p r ior

Commission orders, which addressed historic pipe replacement issues related to defective
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1

2

3

4

5

6

7

8

9

10

11

12

13

materials and/or installation. As descr ibed in the Direct  Test imony of Staff witness

Hanson, Staff believes that the issue with Yuma Manors in the current SWG rate case

relates to questionable maintenance actions by SWG personnel in 2006. Consequently,

Staff recommends that the replacement costs should be borne hilly by the Company and

not by ratepayers. As described in Mr. Mashes' Rebuttal Testimony at page 13 and in the

Company's  response to da ta  request  STF-13-21,  SWG has offered to make a  lower

adjustment to depreciation and property tax expense. Staff views that offer by SWG as

r epresent ing the absolu te minimum amounts  of  adjus tment  for  the Yuma  Manor s

replacement, but not the most appropriate or most reasonable amounts for this adjustment,

based on the facts of the current case. Consequently, Staff continues to recommend that

$54,370 of Depreciation Expense and $28,945 of Property Tax Expense related to the

adjustment to Plant in Service for the Yuma Manors pipe replacement prob et be removed

from test year operating expenses.

14

15

16

17

18

19

20

21

Management Incentive Program Expense

Please explain Staff Adjustment C-3, revised.

This adjustment provides for the allocation of 50 percent of the test year expense for the

Management Incentive Program ("MAP") to shareholders. Test year expense for the MIP

proposed by SWG is reduced by $1 .612 million. Related payroll tax expense is increased

by $120,186. The amounts have been revised for corrections made by SWG in its March

25, 2008 supplemental responses to data requests STP-l-78, and RUCO-l-10.

22

23 Q- Please explain why payroll tax expense is being increased in Staff Adjustment C-3,

24 revised.

25

26

SWG's response to data request STP-l1-15 states that SWG's annualized labor (shown on

the Company's workpaper for Schedule C-2, Adjustment No. 3) does not include MIP

Illlll-

A.

A.
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1

2

3

4

compensation or stock based compensation.]3 Consequently, the cost of service ilea by

SWG did not include annualized payroll taxes related to these two items of compensation.

This adjustment, therefore, provides for annualized payroll tax expense on the portion of

MAP that is being allowed in rates.

5

6 Q,

7

8

9

10

11

12

SWG witness Laura Hobbs claims, at page 3, lines 9-11, of her Rebuttal Testimony

that: "The sharing concept relating to the Company's MIP expenses is premised

upon a false assumption that the program is an additional cost to customers." Please

respond.

First, SWG has not presented information showing how employee salaries were reduced

when MIP was first implemented. SWG's employee salaries have continued to increase

each year. Thus, die MIP is an additional expense. Second, the sharing concept is based

upon a premise that the incentive compensation program provides benefits both to

ratepayers and to shareholders.

13

14

15

16

17

18

19

20

Q_

21

22

23

24

25

SWG witness Laura Hobbs claims, at page 3, lines 20-24, of her Rebuttal Testimony

that: "The goals or targets of the current MIP are also heavily weighted toward

providing benefit to customers. Identifying which of the goals is a greater benefit to

whom in deciding cost recovery is irrelevant." Please explain why a 50 percent

allocation to shareholders is appropriate for an incentive compensation program,

such as SWG's MIP.

In general, incentive compensation programs can provide benefits to both shareholders

and ratepayers. The removal of 50 percent of the MIP expense, in essence, provides an

equal sharing of such cost, and therefore provides an appropriate balance between the

benefits attained by both shareholders and ratepayers. Both shareholders and ratepayers

A.

A.

13 See Attachment Rcs-5 _
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1

2

s tand to benefit  80m the achievement  of  per formance goa ls ,  however ,  there is  no

assurance that the award levels included in the Company's proposed expense for the test

year will be repeated in future years.

4

5 Q- How are the MIP awards related to shareholder dividends?

6

7

8

9

Two of the five MIP award criteria relate to return on equity.. Additionally, no annual

incentive awards will be payable unless the Company's dividends equal or exceed the

prior year's dividends. This is an important factor because, if shareholder dividends are

decreased from the prior year, there are no incentive awards under the MIP for that year.

10

11 Q-

12

Does SWG recognize that its proposed treatment of MIP expense in the current case

represents a conscious deviation from principles and policies established in prior

Commission Orders?13

14 Yes.

15

16 Q- How was SWG's MIP cost shared between shareholders and ratepayers in SWG's

17 last rate case and what criteria did the Commission's decision appear to find

18 important in deciding issues concerning utility incentive compensation in recent

19 cases?

20

21

22

23

In SWG's last rate case the Commission in Decision No. 68487 (issued February 23,

2006),  the Commission adopted Staffs recommendation for  an equal sharing of costs

associated with the Company's MIP expense. In reaching its conclusion regarding SWG's

MIP, the Commission stated in part on page 18 of Order 68487 that:

24

25
26
27
28

3.

A.

A.

A.

We believe that Starts recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate balance
between the ben4its attained by both shareholders and ratepayers.
Although achievement of the performance goals in the MIP, and the
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1

2

3

4

5

benefits attendant thereto, cannot be precisely quantu'ied there is little
doubt that both shareholders and ratepayers derive some benefit from
incentive goals. Therefore, the costs of the program should be borne by
both groups and we find Staffs equal sharing recommendations to be a
reasonable solution.

6

7

8

Ms. Hobbs has not refuted the fact that both shareholders and ratepayers derive some

benefit from incentive goals.

9

10 Q- Do SWG's shareholders and customers both benefit from its MIP goals?

Yes. Ms. Hobbs stated in her Direct Testimony at page 5, lines 4-8 that:1 1

12

13

14

15

the longer-term performance shares act as a retention tool while aligning
the interests of management/executive employees, shareholders and
customers for continuedfinancial and customer-orientedperformanee.

16 Shareholders benefit from the achievement of financial goals. Additionally, shareholders

17 benefit from the achievement of and expense conta inment  goals

between rate cases. Shareholders and ratepayers can both benefit from the achievement of

expense reduction

18

19 customer service goals.

20

21 Q-

22

Have the facts changed materially since the last SWG rate case that a different result

concerning the sharing of MIP expense should occur?

23

24

25

26

No, I don't believe so. The Company's MIP expense is significantly higher in the current

rate case than it was in the prior SWG rate case. However, the rationale for the 50 percent

allocation to shareholders of the MIP expense in the current case appears to be consistent

with the Commission's findings concerning MIP in Decision No. 68487.

27

28 Q- Did SWG appeal Decision No. 68487?

29

A.

A.

A. No.
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1 Q-

2 in

3

4

5

6

Should the 50/50 ratepayer/shareholder sharing that the Commission has applied to

utility incentive compensation SWG's last rate case be modified to a 100 percent

ratepayer responsibility for such cost based on the analysis presented by Ms. Hobbs

or by anything in her Rebuttal Testimony?

No. The 50/50 sharing of Southwest's MIP program cost ordered by the Commission in

Decision No. 68487 should continue to apply in the current SWG rate case.

7

8 Q- Was an equal sharing of utility incentive compensation expense also ordered in the

9 Comnlission's recent decision in a rate case involving another Arizona gas

10 distribution utility?

11 A.

12

Yes, it was. In Decision No. 70011 (November 27, 2007), in the recent UNS Gas rate

case, Docket No. G-04204-06-0463 et al, the Commission stated in part on page 27 that:

13

14
15
16

We believe that Staffs recommendation provides a reasonable balancing
of the interests between ratepayers and shareholders by requiring each
group to bear half the cost of the incentive program.

17

18 A similar decision was also reached with respect to UNS Electric's incentive

19 compensation in Docket No. E-04204A-06-0783 :

20

21
22
23
24
25

Consistent with our finding in the UNS Gas rate case (Decision No.
70011, at 26-27), we believe that Sta]f's recommendation provides a
reasonable balancing of the interests between ratepayers and
shareholders by requiring each group to bear half the cost of the incentive
py0grgm_14

26

A.

14 Recommended Decision at page 21, as adopted by the Commission at the May 14, 2008 open meeting.
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1 Q- How does the amount of SWG's MIP expense in the current case compare with the

2 amount from SWG's prior rate case?

3

4

5

The following table summarizes SWG's MIP expense in the current case, and Staffs

recommended adjustment for MIP expense from Staffs Surrebuttal Testimony in SWG's

last rate case, Docket No. G-0551A-04-0876:

6

7

8

Management Incentive Program Expense
Staff Proposed Treatment in Current SWG Rate Case
Compared with Staff Recommendation in Last SWG Rate Case

9
Current

Case
SWG's Last
Rate Case

Dollar
Increase

Percent
Increase

10 $5,919,502
$ (234,412)
$5,685,090

$ 3,366,667 s 2,552,835 76%

11

2
3
4

$ 3,366,667

56.70% 57.58%
12 5

13

Line Descr ipt ion
1 Test Year amount of Management Incentive Program

Expense (Corporate)
Allocation to Paiute (MMF)
Net of Allocation to Paiute
Arizona Four Factor allocation rate per SWG

Schedule C-1, sheet 17
Test Year amount of Management Incentive Program

Expense (Arizona)
Ratepayerer allocation percentage
50% Allocation of MIP Expense to Ratepayers

6
7

$3,223,446

50%
$1 ,611 ,723

$ 1,938,518

50%
969,259s s 642,464 66%

14

15
Source:
Current case amounts - Attachment RCS-7, Schedule C-3, Revised
Prior case amounts - Docket No. G-0551A-04-0876, James Dort surrebuttal, Schedule JJD-16 Revised

16

17

18

19

As shown in the above table, which reflects a Company correction to the test year amounts

shown in the corrected response to RUC0-1-10 and STF-1-78, SWG's MIP expense in the

20

21

22

current rate case is 76 percent higher than in the prior case. Also, Staff's proposed 50

percent allowance of MIP expense for Arizona operations of $1 .612 million in the current

case is 66 percent higher than the $969,259 amount from SWG's last rate case.

23

A.
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1 Q. Is a significant portion of SWG's MIP expense related to stock-based compensation?

2

3

4

Yes. SWG's response to data request STF-10-12 identifies $3,587,416 as MIP stock-

based compensation expense.15 Thus, over h21f'6 of SWG's total test year MIP expense is

related to stock-based compensation.

5

6 Q- Did the Commission recently disallow another Utility's stock based compensation in a

7 recent decision?

8 Yes. In Decision No. 69663, from a recent APS rate case,  the Commission adopted a

9

10

Staff recommendation in that case where cash-based incentive compensation expense was

allowed and stock-based compensation was disallowed. Additionally, page 36 of Decision

11 No.  69663  indica tes  tha t  t he Commiss ion r ejec t ed a n a r gument  by APS  tha t  t he

12 Commission not look at how compensation is determined or its individual components :

13

14 "APS argues that the issue is whether APS compensation, including
incentives, is reasonable. APS does not believe that the Commission
should look at how that compensation is determined or its individual
components, but rather should just look at the total compensation. The
Company argues that the interests of investors and consumers are not in
fundamental conflict over the issue ofjinaneialperformance, because both
want the Company to be able to attract needed capital at a reasonable
cost. J)

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

"We agree with Staff that APS' stock-based compensation expense should
not be included in the cost of service used to set rates. Contrary to APS '
argument that we should not look at how compensation is determined, we
do not believe rates paid by ratepayers should include costs of program
where an employee has an incentive to perform in a manner that could
negatively ajjhzct the Company's provision of safe, reliable utility service
at a reasonable rate. " As testy'ied to by Stajfwitness Dittmer and set out
in Sta]f's Initial brief, "enhanced earnings levels can sometimes be
achieved by short-term management decisions that may not encourage the
development of safe and reliable utility service at the lowest long-term
cost. For example, some maintenance can be temporarily deferred

A.

A.

15 See Attachment Rcs-5 .
16 $3.587 million of stock-based / $5.919 million total (revised) 60.60 percent.
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1
2
3
4
5
6

thereby boosting earnings. But delaying maintenance can lead to safely
concerns or higher subsequent 'catch-up' costs. " [cite omitted] To the
extent that Pinnacle West shareholders wish to compensate APS
management for its enhanced earnings, they may do so, but it is not
appropriate for the utility's ratepayers to provide such incentive and
compensation. /:

7

8

9

Thus, in Decision No. 69663, the Commission made an adjustment to disallow a portion

o f  t h a t utility's incentive compensation expense, specifically the stock-based

10 compensation.

11

12 Additionally, in the recent UNS Electric rate case, Docket No. E-04204A-06-0783, the

Commission disallowed that utility's stock based compensation expense, stating that:13

14

15
16
17
18
19
20
21

we agree with Staff that test year expenses should be reduced to remove
stock-based compensation to o]j'icers and employees. As Staff witness
Ralph Smith stated, the expense of providing stock options and other
stock-based compensation beyond normal levels of compensation should
be borne by shareholders rather than ratepayers The disallowance of
stock-based compensation is consistent with the most recent rate ease for
Arizona Public Service Company (Decision No. 69663).17

22

23 Q- Please summarize Staff's recommendation concerning SWG's MIP expense.

24

25

26

Staff recommends continuing the 50 percent allocation to shareholders ordered for SWG

by the Commission in Decision No. 68487. This results in a reduction to test year expense

of $l,6l1,723, as shown on Schedule C-3, revised.

27

28 C-4 Stock-Based Compensation (Other than MIP)

Please describe SWG's Stock Incentive Plan.29 Q-

30

31

As noted in my Direct Testimony, SWG has two stock-based compensation plans: (l) the

stock incentive plan ("SIP") and the management incentive plan ("MIP").  The stock-

A.

A.

17 Recommended decision at page 22, as adopted by die Commission at the May 14, 2008 open meeting.



u1I\II\IIII\II\l\l\IIIHIII ml I l l l l Illllll\lllllH HI l l  II III_1I1IIII

Surrebuttal Testimony of Ralph C. Smith
Docket No. G-01551A-07-0504
Page 29

1

2

3

4

5

6

7

based compensation addressed in Staff Adjustment C-4 is for stock-based compensation

other than MIN. As described above, SWG's MIP incentive compensation also includes a

stock-based component. Under  the SIP,  the Company may grant options to purchase

shares of common stock to key employees and outside directors.  Each option has an

exercise price equal to the market price of Company stock on the date of grant and a

maximum tern of ten years.  The options vest 40 percent at the end of year one and 30

percent at the end of years two and three.

8

9 Q-

10

Please respond to SWG witness, Ms. Hobbs' Rebuttal Testimony concerning SWG's

stock-based compensation expense.

11

12

13

14

15

16

17

18

At pages 4-5 of her  Rebut ta l Test imony,  Ms.  Hobbs addresses SWG's s tock-based

compensation program. She takes exception to a suggestion that a stock based incentive

compensation program could incept utility employees to perform in a manner that could

negatively affect the Company's provision of safe, reliable utility service at a reasonable

rate. I have not seen evidence that the SWG management is performing in a manner that

could negatively affect the quality of service. However, the potential for such an incentive

was cited in Decision No. 69663 involving APS. As noted above, a utility's stock-based

compensation was disallowed in the last APS rate case, and was disallowed in the recent

decision in the UNS Electric rate case.19

20

21 Q- Did SWG have stock option expense in its prior rate case?

22 No. Prior to 2006, SWG only recognized compensation expense in its financial statements

for  restr icted shares issued from the MIP. In accordance with changes in financial23

24 accounting requirements, such as Statement of Financial Accounting Standards No. 123,

25

26

A.

A.

as Revised in 2004,  (SFAS 123R),  SWG began expensing stock options in 2006,  as

descr ibed in the Company's  response to da ta  request  STF 10-12 and in an internal
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1

2

3

4

5

6

Company memo dated December 29, 2005 regarding: "SFAS No. 123 (Revised 2004)

Share-Based Payment."18 Those documents indicate that the provisions of SFAS 123R

became effective for the Company in January 2006. SWG's response to STF 10-12 states

that, in May 2007, a restricted stock unit plan replaced SWG's stock option plan (and were

also required to be expensed). SWG expenses stock-based compensation over a three-year

vesting period. Grants to retirement-eligible employees are immediately expensed.

7

8

9

10

Q- Please explain Staf f  Adjustment C-4.

11

12

13

14

As shown on Schedule C-4, this adjustment decreases test year expense by $820,915 to

reflect the removal of SWG's stock option compensation expense that is allocated to

Arizona operations. The expense of providing stock options and other stock-based

compensation to officers and employees beyond their other compensation should be borne

by shareholders and not by ratepayers. As noted above, the stock-based compensation

addressed in Staff Adjustment C-4 is for stock-based compensation other than MIP.

15

16

17

18

19

20

21

Suppler en tal Executive Retirement Plan Expense ("SERP")

Please address SWG witness Hobbs' Rebuttal Testimony concerning SERP.

At pages 5-7 of her Rebuttal Testimony, Ms. Hobbs' presents arguments, similar to those

presented by SWG in its last rate case and by other utilities arguing, for instance that

providing SERP to officers is a necessary cost of providing service.

22

23

24

25

The SERP provides supplemental retirement benefits for select executives. Generally,

SERPs are implemented for executives to provide retirement benefits that exceed amounts

limited in qualified plans by Internal Revenue Service ("IRS") limitations. Companies

usually maintain that providing such supplemental retirement benefits to executives is

A.

A.

18 See Attachment RCS-5 (attached to my direct testimony), pages 33-49 for a copy of SWG's accounting memo
concerning this.
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1

2

3

4

5

necessary in order to ensure attraction and retention of qualified employees. Typically,

SERPs provide for retirement benefits in excess of the limits placed by IRS regulations on

pension plan calculations for salaries in excess of specified amounts. IRS restrictions can

also limit the Company 401(k) contributions such that the Company 401(k) contribution

as a percent of salary may be smaller for a highly paid executive than for other employees.

6

7

8

9

In Decision No. 68487, February 23, 2006, in the most recent SWG rate case, the

Commission adopted a recommendation by RUCO to remove SERP expense. In reaching

its conclusion regarding SERP, the Commission stated on page 19 of Order 68487 that:

10

11
12
13
14
15
16
17
18
19
20
21
22
23
24

Although we rejected RUCO's arguments on this issue in the Company's
last rate proceeding, we believe that the record in this ease supports a
finding that the provision of additional compensation to Southwest Gas '
highest paid employees to remedy a perceived deficiency in retirement
benefits relative to the Company's other employees is not a reasonable
expense that should be recovered in rates. Without the SERP, the
Company's officers still enjoy the same retirement benefits available to
any other Southwest Gas employee and the attempt to make these
executives 'whole' in the sense of allowing a greater percentage of
retirement benefits does not meet the test of reasonableness. If  the
Company wishes to provide additional retirement benefits above the level
permitted by IRS regulations applicable to all other employees it may do
so at the expense of its shareholders. However, it is not reasonable to
place this additional burden on ratepayers.

25

26 Q-

27

Was SERP expense also disallowed in the Commission's recent decision in the rate

case involving UNS Gas, Inc?

28 Yes, it was. See Decision No. 70011 at pages 27-29. Notably, at page 28 of that Decision,

the Commission stated:29

30

31
32
33

the issue is not whether UNS may provide compensation to select
executives in excess of the retirement limits allowed by the IRS, but
whether ratepayers should be saddled with costs of executive benefits that

ll I II l IIIIII |||||-

A.
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1
2
3
4
5
6
7
8

exceed the treatment allowed for all other employees. If the Company
chooses to do so, shareholders rather than ratepayers should be
responsible for the retirement benefits afforded only to those executives.
We see no reason ro depart from the rational on this issue in the most
recent Southwest Gas rate case [See also Arizona Public Service Co.,
Decision No. 69663, at 27 (June 28, 2007), wherein SERP costs were
excluded in their entirety.], and we therefore adopt the recommendations
of Sta]fand RUCO and disallow the requested SERP costs.

9

10 Q.

11

Was SERP expense also disallowed in the Comnlission's recent decision in the rate

case involving UNS Electric, Inc?

12 Yes, it was.19

13

14 Q- What adjustment related to SWG's SERP expense do you recommend?

15

16

I recommend the adjustment to remove SWG's expense for the SERP, which is shown on

Schedule C-5 and reduces O&M expense by $1.625 million.

17

18

19

20

American Gas Association Dues

What does SWG witness Randi Aldridge's Rebuttal Testimony state concerning

Staff's proposed adjustment for American Gas Association dues.

21

22

23

24

25

26

27

Ms. Aldridge addresses Staffs proposed disallowance of a portion of AGA dues at pages

6-9 of her Rebuttal. She claims at pages 6-7 that the NARUC audits of AGA dues cannot

be relied upon because they are too old. She claims at page 7 that a Florida decision,

disallowing a similar portion of AGA dues is outdated. She claims at page 7, lines 22-25,

that "Staff provides no current information supporting the disallowance of a portion of any

category other than advertising or lobbying." She attaches the AGA 2007 budget.

Additionally, in her Rebuttal Exhibit _(RLA-l), she attaches testimony of Kevin

A.

A.

A.

19 See, e.g., page 22 of the proposed Decision in Docket No. E-04204A-06-0783, as adopted by the Commission at
the May 14, 2008 open meeting.
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1 Hardardt, the Chief Financial & Administrative Officer of the AGA, touting the benefits

of the AGA."2

3

4 Q- Please respond to SWG's Rebuttal concerning Staff's proposed adjustment for

American Gas Association dues.5

6

7

8

9

10

11

12

Decision No. 68487, at page 14, provided a clear directive firm the Commission at page

14 of that order stating that: "in its next rate case filing the Company should provide a

clearer picture of AGA functions and how the AGA's activities provide specific benefits

to the Company and its Arizona ratepayers." In response to that directive,  SWG has

provided only selective self-serving material, some of it apparently prepared by the AGA

itself,  such as the a t tachments to Ms.  Aldr idge's  Rebutta l Test imony,  and/or  which

conta ined cla ims of benefits  tha t  S ta ff  has  been unable to independent ly ver ify or

COI1flI°1'I1.2.13

14

15

16

17

18

19

20

In contrast  with SWG's urging that  the NARUC audit  report  and Flor ida Cities Gas

decisions regarding AGA dues be ignored, Staff believes that the Commission should

consider all of the available information in determining the appropriate percentage of

AGA dues that should be excluded from operating expenses in the current SWG rate case.

While NARUC no longer  sponsor s  an annua l audit  of  the AGA expenditures ,  the

categories of AGA expenditures in the NARUC-sponsored audit report remain useful to

21 state regulatory commissions. Moreover, Attachment RCS-2, Schedule C-6, page 2,

z0 It is unclear if Mr. Hardardt is being presented as a witness in the current Southwest rate case (by attaching his
"testimony" as an exhibit, it appears he is not) or if he has ever been cross examined on such testimony. Staff has
asked Southwest additional discovery about such matters. As of the date of this writing, responses have not yet been
received.
21 For example, Southwest witness Randi Aldridge addressed AGA activities in her direct testimony at page 12 and
pages 21-24. At page 24 of that testimony she claimed that the AGA's efforts provide its members with $479
million M outright savings or avoided costs in 2006, in comparison with $18 million in total membership dues.
However, she did not provide the source document from which such claimed benefits were taken, and it is not clear
whether AGA claimed benefits have ever been independently audited or verified.

l  l au l nu N

A.
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1

2

3

4

5

which was tiled with my Direct Testimony, showed the recommended percentage of AGA

dues exclusion based on the 2007 and 2008 AGA budgets, would be 43.29 percent and

46.19 percent, respectively. This is  a  larger  exclusion than the 40 percent Staff has

recommended.  An AGA dues exclusion of approximately 40 percent appears to have

been consistently utilized in Florida Cities Gas Company gas utility rate cases22, and the

exclusion based on the most recent NARUC sponsored audit of AGA expenditures would

be 39.64 percent."

6

7

8

9

10

Q. How does Staffs proposed adjustment for AGA dues compare with SWG's proposed

treatment .of such dues?

11

12

13

14

15

16

17

As noted above, Staffs adjustment reflects the removal of 40 percent of AGA core dues,

SWG's filing reflected the removal of only 3.39 percent of the AGA dues.  The 3.39

percent exclusion proposed by Southwest  only reflects a  1.39 percent  exclusion for

advertising and 2 percent for lobbying. However, as shown on Schedule C-6, page 2, the

lobbying percentage identified by the AGA for its 2008 budget has doubled, from the 2

percent identified for 2007, to 4 percent in 2008.24 Yet SWG wants to continue to use the

now outdated AGA lobbying percentage of only 2 percent. Based on the NARUC audits,

the Florida Cities Gas case and other information presented, an exclusion of AGA dues of

40 percent would appear to be more reasonable.

18

19

20

21

22

23

Moreover, SWG's use of the 1.39 percent for advertising, based on a 2007 AGA budget,

understates that exclusion percentage by failing to recognize an allocation of AGA general

and administrative ("G&A") expense to the advertising function. When the AGA G&A

A.

22 See, e.g., Attachment RCS-4 to my direct testimony.
pa As shown on Attachment RCS-2, Schedule C-6, page 2, that was based upon the March 2005 NARUC Audit
Report of AGA expenditures for the Year Ended 12/31/02 .
4 The AGA identification of lobbying is based on a definition firm Internal Revenue Code Section 162, which is one

of die most narrow definitions available.
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1

2

3

4

expense is allocated to the other functions it supports, the percentage of the disallowable

categories is increased, as shown on Schedule C-6, page 2. In the NARUC audits of AGA

expenditures  the AGA's  G&A expense has  consis tent ly been a lloca ted to the other

supported functions.

5

6 Q- What amount of AGA membership dues expense has Staff removed from test year

7 expense?

As shown on Schedule C-6, Staff has removed $80,138 in test year expense for AGA

membership dues.

8

9

10

11 Transmission IntegrityManagement Program ("TRIMP")

What is Staff's recommendation with regard to the TRIMP issue in the instant12

13

14

proceeding?

As described in my direct testimony, Staff recommends that:

15

16

17

18

19

20

21

22

1) The cur rent  TRIMP defer ra l and surcharge mechanism tha t  was ordered by the

Commission in Decision No. 68487 for a 36-month period will continue for the remainder

of the 36-month period. This surcharge, which SWG has indicated it will be updating in

the near future, would continue the 50/50 sharing ordered by the Commission in Decision

No. 68487. Any over- or under-recovery of the 50 percent of TRIMP costs as of February

28, 2009 (the end of the 36-month period), would be addressed in the TRIMP surcharge

for the subsequent period.

23

24

25

26

A.

A.

2) After  the TRIMP surcharge ordered by the Commission in Decision No. 68487 is

completed (which is currently expected to occur by February 28, 2009), a new TRIMP

surcharge would replace it .  The new TRIMP surcharge would be designed to recover
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1

2

3

4

5

6

$921,000 of TRIMP costs over the initial twelve-month period (currently expected to be

March 2009 through February 2010). Providing for an annual recovery of $921,000 of

TRIMP costs, divided by a test year rate case volume of 743,110,918 terms would

produce a DOT TRIMP surcharge of $0.00124 per therm. TRIMP surcharge revenue and

TRIMP costs would be recorded by SWG into Account 1823. Starting with the March

2009 TRHVIP surcharge period, the 50 percent shareholder responsibility for TR]lv1tp costs

would cease.7

8

9

10

11

3) The TRllv{[P revenue and costs in SWG's base rate filing should be removed, since

prospective recovery would continue to be governed by the existing and the replacement

TRIMP surcharge mechanisms, described above.

12

13 Q- Has SWG offered any Rebuttal to StamPs proposals concerning the Transmission

Integrity Management Program?

No .

14

15

16

17

18

19

20

C-10 Interest Synchronization

Q, Have you updated Staff's interest synchronization adjustment for the impact of

revisions affecting rate base?

21

22

23

24

25

26

A.

A. Yes. The interest synchronization adjustment applies the weighted cost of debt to the

calculation of test year income tax expense. Alter adjustments, my proposed rate base

differs from that of the Company. This results in an adjustment to the amount of

synchronized interest included in the tax calculation. The calculation of the interest

synchronization adjustment is shown on Schedule C-10, revised. This adjustment

decreases income tax expense by the amount shown on Schedule C-10, revised, and

increases the Company' achieved operating income by a similar amount.
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1

2

3

4

C-I1 Flow-back of Excess Deferred Taxes

Q, Has SWG offered any rebuttal to Staff's recommendation concerning the flow-back

of excess deferred taxes.

No. SWG has offered no rebuttal to Staffs adjustment which reduces federal income tax

expense by $147,345 to flow back excess deferred federal income taxes over a three-year

period. The three-year period used is the same period SWG has used in this case to

normalize the allowance for rate case expense.

5

6

7

8

9

10

11

12

13

14

C-12 Injuries and Damages

Q, Have you revised Staff's adjustment for Injuries and Damages expense"

A. Yes. The revised adjustment is shown on Schedule C-12, revised, and reduces SWG's

proposed expense for Injuries and Damages in Account 925 by $851,717. The revision

relates to the use of full year 2007 information on Schedule C-12, line 10, which was

provided by SWG in a supplemental response to a Staff data request.

Q- What does SWG's rebuttal state concerning Staff's adjustment for Injuries and

Damages expense?

15

16

17

18

19

20

SWG witness Robert Mashas addresses this at pages 2-8 of his Rebuttal Testimony.

21

22

23

At page 8, he claims that SWG, Staff and RUCO agreed upon a methodology in the

Company's last general rate case and that agreed-upon methodology continues to be

appropriate. He claims that nothing has changed except for the lowering of SWG's self-

insured aggregate exposure.

24

25

26

A.

A.

At pages 3-4, he claims that Staffs ten-year average calculation does not properly reflect

the cost of self insurance that is reflective of what the Company will experience during the
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1

2

rate effective period because it only reflects the average of the recorded $1 million per

claim self-insurance and not SWG's $5 million aggregate level of self-insurance.

3

4

5

6

At page 6, lines 8-15, he states that RUCO proposes no adjustment to the Company's

calculation of the Arizona portion of the self-insured $1 million per incident or the $5

million aggregate.

7

8

9

10

11

12

13

14

At page 6, line 13, through page 8, line 9, he claims that Staffs proposed level of self-

insurance for the "Arizona direct" component would need to be increased by $1,596,6l l .

This is apparently based on an attempt by Mr. Mashas to take his calculated amount of

$15,966,105 of losses for the "$5 million aggregate above $1,000,000 self-insurance per

claim" (per  his Rebuttal Exhibit (RAM-2),  sheet  2) and direct ly assign them to

Arizona, based on a ten-year average. However, a direct assignment to Arizona of such

extreme losses is inconsistent with Southwest's accounting and its treatment of such self-

insurance costs as a "common" component of Injuries and Damages.15

16

17

18

Q- In addition to Mr. Mashas' rebuttal testimony, did you consider any additional

information in re-evaluating SWG's estimate of self-insured expense in the current

rate case and Staff's proposed adjustment?19

20

21

22

Yes. I reviewed additional information requested by Staff and provided by Southwest in

response to a number of data requests in Staff set 13, including response to STP-13-13

through 17, STF-13-19 and STF-13-20. Copies of those responses are provided in

Attachment RCS-8.23

24

A.
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1 Q,

2

Do you agree with Mr. Mashes' assertion that the parties agreed upon a

methodology for estimatingSWG's self-insured expense in that case?

3

4

Yes, for purposes of that case, it appears that SWG, Staff and RUCO each used a similar

methodology to ultimately derive an amount in that case for SWG's self-insured expense.

5

6 Q-

7

8

9

10

11

12

Does that mean there is only one valid method for estimating SWG's self-insured

expense in the current case?

No. The use of a particular  calculation to derive a pro forma expense adjustment in

SWG's last rate case does not mean that there is no other reasonable way of estimating

SWG's self-insured expense for ratemaking purposes. Nor does it mean that the method

used in that one rate case is the best one or must necessarily be applied in all Moure rate

cases, especially in situations where there is a different fact situation.

13

14 Q- Notwithstanding the particular method used in Southwest's last rate case for

15

16

17 A. Yes.

18

estimating the pro forma amount of self-insurance expense, was there a concern that

the amount originally proposed by Southwest in that case was too high?

In the last Southwest rate case, the Company had proposed an increase of

$1,598,744 and Staff recommended a downward adjustment of $429,985.25

19

20 Q.

21

If Mr. Mashes' recommendations concerning the pro forma amount self-insurance

expense were to be adopted by the Commission, what adjustment to Staffs case

would be needed?22

23

24

Pre-tax operat ing expenses would be increased by approximately $1.135 million as

summarized in the following table:

25

25 See, e.g., SWG's response to STF-13-14, sheet 4 of 6, which reproduces Staffs adjustment to self-insurance from
SWG's last rate case, Docket No. G-01551A-04-0876.

A.

A.

A.

l l l l l H l ll ll in l Illlllll\lll
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1

2
Self-Insured Retention Normalization Adjustment to Staffs
Case if SWG's Recommendation is Adopted

3
Amount Reference

4

5

s
$
$

2,512,119
2,228,455

283,664

Rsp to STF-13-14, sheet 4
SWG Sch C-2, Adj. 10

6
s
$

851,717
1,135,381

Staff Sch C-12, revised

7

Description
Proposed by Southwest Gas:

As corrected by SWG:
In its direct filing
Adjustment to increase expense

Remove Staff adjustment C-12 to
decrease expense

Increase to pre-tax operating expense

8

9

10

11

12

13

Essent ia lly,  the cor rect ion ident ified above,  to increase expense,  would need to be

substituted for Staffs adjustment that decreases Southwest's as-filed expense. However,

as I explain below, Southwest 's proposed expense level is too high and should not be

accepted. Moreover, Staffs proposed adjustment actually reflects a significant increase

over the test year recorded amount of Injuries and Damages Expense.

14

15 Q-

16

17

18

Why is SWG's self-insured expense reviewed and adjusted in a rate case?

The tes t  year  recorded expense is  reviewed and,  if  necessary,  adjusted in order  to

detennine a normal and recuning expense level that is reflective of the expense that would

be incurred by the Company during the rate effective period.

19

20 Q. Is there a concern in the current Southwest rate case that the Conlpany's proposed

21 self-insured expense is overstated?

22 Yes. Southwest proposes a "corrected" amount of  increase to test year expense of

23 $2,512,119.26 This is a significant increase over the test year recorded amount.

24

A.

A.

26 See, e.g., Southwest's response to STF-13-14, sheet 4 off.



Surrebuttal Testimony of Ralph C. Smith
Docket No. G-01551A-07-0504
Page 41

1 Q-

2

3

4

5

6

7

8

9

10

Is the method proposed by Southwest necessarily the best way of estimating SWG's

self-insured expenseprospectively?

No, it is not. The method used by Southwest in its last rate case would have significantly

overstated the expense amounts recorded in 2006 and 2007, respectively. In Southwest's

last rate case, Docket No. G-0551A-04-0876, a test year ending August 31, 2004 was

used. Based on the estimating method used in that docket, as shown on Southwest's

response to Staff data request, STP-13-14, a pro forma expense for Arizona operations of

$1,73l,312 was allowed. As shown in the following table, however, this allowed amount

has substantially exceeded Southwest's recorded expenses for self insurance in each year,

2006 and 2007 (from Staff Schedule C-12, page 2):

11

12 Reserve for Self-Insurance Expense
Amount allowed in last SWG rate case (G-01551A-04-0876) s 1,731,312 (2)

13

14
Arizona and Common Actual Recorded Expense Amounts

Common
Allocated

to Arizona (1 )

(C )

Year
Arizona
Direct

(A)

Total
Common

(B)

2006
2007

$ (975,540)
$ 713,629

s
$

200,000
(25,500)

$
$

108,909
(13,886)

$
s

Total
Arizona

(D)
A + C
(866,631)
699,743

Overstatement
of Actual

(E)
Above - Co1.D
$ 2,597,943
s 1,031,569

15

16

1 7

18

19

2 0

Notes and Source
(1) Based on the Paiute and AZ percentages shown on Sch C-12, p.2
(2) SWG response to STF-13-14, sheet 4 of 6

21

2 2

2 3

Southwest is proposing to use a similar estimation method in the current case. The

concern that such an estimation method would continue to significantly overstate

Southwest's actual recorded expense for self-insurance thus persists.

2 4

A.
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1 Q-

2

Was the same method for estimating injuries and damages expense that SWG

proposes to use in the current case, used by other major Arizona energy utilities in

their most recent rate cases?3

4 No. Based on a review of the recent rate cases of UNSE, UNSG and TEP, a different

5 method was used,  to fit  the circumstances and concerns of each case. The method

6

7

proposed by Southwest is not fool proof and can result in substantial overstatements of

actual recorded expense, as identified above for 2006 and 2007.

8

9 Q-

10

Please respond to Mr. Mashes' assertion that Staff's proposed level of "Arizona

Direct" self-insurance would need to be increased by $1,596,611.

11

12

13

14

15

16

17

18

19

20

I disagree with Mr. Mashas' assertion dirt the ten-year average of Arizona direct recorded

amounts shown on Schedule C-12,  page 2,  needs to be increased by $l,596,6ll.  His

attempt to impose what is clearly a system allocable or "common" amount that consists of

some the most extreme events onto Arizona ratepayers as a "direct" Arizona expense

should be rejected. Mr. Mashas' Rebuttal appears to be heavily reliant upon a particular

methodology being used in SWG's last general rate case. In the current case, Staff has

taken a different approach by looking at the actual recorded Arizona direct and common

amounts to produce a normalized allowance for self-insurance expense. As explained

below, Staff" s proposed allowance reflects a normalized amount of $200,000 per year for

"common" self-insurance and an $830,000 per year allowance for Arizona direct recorded

21 self-insurance expense.

22

23 Q- Did SWG experience an extreme and unprecedented expense since its last rate case?

24

25

26

Yes. SWG experienced an extreme and unprecedented self insured expense in 2005. As a

result of a May 2005 leaking gas line tire, the Company incurred an extremely large and

unprecedented expense totaling $30 million, including the portion that was covered by

A.

A.

A.

mun l l ll I'll l l w l l Ill\ l \III\ l l nu ullllw I
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1

2

3

4

5

6

insurance. The insurance coverage SWG had at that time covered some of that expense,

but the Company was left with a self-insured expense of over $10 million. This is shown

on Schedule C-12, page 2, line 8, for 2005 in column B. This expense of over $10 million

related to that lealdng gas line fire is totally out-of-line with the expense in all other years

of the 1998 through 2007 period where the "common" expense ranged from a high of

$500,000 per year in 1998 to a low of negative $300,000 (i.e., a $300,000 credit) in 2003 .

7

8

9

10

Q- Was the May 2005 gas leak fire found to be the result of non-compliance with state

minimum standards for the transportation of natural gas by pipeline?

11

12

13

14

No. Staff conducted an investigation, the details of which are provided in the response to

data request STF-13-20 (provided in Attachment RCS-8) which concluded that the cause

of the explosion and tire was natural gas leaking from a buried main in the alley behind a

duplex apartment in Tucson, however, no non~compliance issues were noted as a result of

Staff' s investigation.

15

16 Q- Should the impact of that extraordinary expense be excluded in establishing an

expense allowance for self-insurance to be included in rates prospectively?17

18

19

20

21

22

23

24

25

A.

A. Yes. The over $10 million in self insured expense in 2005 should be excluded for

raternaking purposes because it is extremely abnormal past event and is not expected to

recur. The objective is to determine a level of self-insured expense that is reflective of a

level of expense that will be incurred by the Company during the rate effective period. In

other words, a normal level of expense should be reflected for ratemaking purposes.

Because of the distortive impact of the extremely abnormal self-insurance expense

incurred by SWG in 2005, the recorded "common" self-insurance expense for 2005 is

abnormally high, and therefore is inappropriate for ratemaking purposes. SWG's
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l approach would essentially build into future rates, a portion of the costly May 2005 gas-

leak tire related cost.2

3

4 Q- Is Staff's recommended allowance for the "common" portion of self-insurance that is

to be included in rates prospectively consistent with an analysis of Southwest's5

6 recorded amounts?

7

8

9

10

11

12

Yes. Staffs proposed annual allowance for the "common" portion of SWG's self

insurance expense is $200,000. As shown on Schedule C-l2, page 2, this excludes the

abnormal 2005 amount of over $10 million. Moreover,Staff's allowance is reasonable in

comparison with the actual levels incurred by SWG in all years in the 1998 through 2007

period (excluding the extreme amount incurred in 2005), as shown in the following

comparison:

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

As shown in the above chart, Staffs recommended annual allowance for common self-

insured expense of $200,000 per year (before jurisdictional allocations) exceeds the ten-

$500,000

$600,000

$300,000

$200,000

$400,000

. ¢z,.
. ' <; -"0-Self-Insured Common Expense

$100,000 10-year Average

"-*r* Staff recommended

1998 99,4100 2001 2002 00 2004 2005 2006 2007
$(100,000)

5(200,000)

$(300,000)

$(400,000)

s

an

I I I
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1

2

3

4

5

6

7

8

9

10

year average of $74,950 (without the $10,367,500 extreme amount Nom 2005), and is

reasonable within the overall annual fluctuations of this expense. Staffs allowance of

$200,000 per year also equals SWG's actual expense in two of the ten years, 2002 and

2006. Moreover, SWG's actual recorded common self-insurance expense was zero in

2000, and negative in the years 1999, 2003, and in 2007, the most current year available.

Consequently, as shown on Schedule C-12, page 2, removing the $10,367,500 extreme

and unprecedented amount incurred in 2005 (related to the May 2005 gas leak fire) and

using zero for 2005 is reasonable, perhaps conservative. As such, I believe that Staffs

proposed allowance does properly reflect the cost of self insurance that is reflective of

what the Company will experience during the rate effective period.

11

12 Q-

13

14

Please summarize why SWG's Arizona ratepayers should not be responsible for the

impact on Injuries and Damages expense relating to the Company's settlement of

litigation related to the May 2005 lealdng gas line fire.

15

16

17

18

19

20

21

22

23

Arizona ratepayers should not be responsible for the massive expense incurred by the

Company to settle litigation related to the May 2005 lealdng gas line tire. That "common"

self-insurance expense, which produced the abnormal recorded "common" amount in

excess of $10 million in 2005, shown on Schedule C-12, page 2, is abnormal and was

incurred in a prior period. Rates in the current case are being established for prospective

application. While historical information may be useful to address normalized expenses,

an extremely abnormal event like the over $10 million in recorded "common" expense

related to the May 2005 leaking gas line fire-related settlement expense, is not expected to

reoccur and should therefore not be built into pro forma operating expenses.

24

A.
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1 Q-

2

3

4

5

6

Please explain why you believe that SWG has proposed an excessive total increase to

Injuries and Damages expense in the current rate case.

As shown on Schedule C-12, page 1, in column A, on line 18, during the test year, SWG

recorded an expense for Injuries and Damages of $5.679 million for Arizona. As shown

in Column B of that Schedule, SWG's filing included three pro forma adjustments that

attempted to increase this expense to $8.169 million, for an increase of approximately

$2.490 million. That is an increase of approximately 44 percent.7

8

9

10

11

12

In response to various Staff data requests, SWG identified errors in its filed calculation.

SWG now proposes a pro forma Injuries and Damages expense for Arizona of $8.259

million,  as shown on Schedule C-12,  page l,  column C,  line 18. This represents an

increase of $2.580 million or 45 percent, over the test year recorded amount.

13

14 Q.

15

16

Does Staff's recommendation result in a reasonable going-forward allowance for

Injuries and Damages expense, while still allowing a substantial increase over the test

year recorded amount?

17

18

19

20

21

Yes, I believe it does. In contrast with SWG's proposals, as shown on Schedule C-12,

revised, page l, column D, line 18, Staff recommends a normalized allowance for Injuries

and Damages expense for Arizona of $7.317 million. This represents an increase of

$1.638 million or 29 percent, over the test year recorded amount of $5.679 million shown

on Schedule C-12, column A, line 18.

22

A.

A.
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1 Q-

2

3

4

5

6

7

8

9

10

11

12

13

14

How does Staff's recommended going-forward allowance for Injuries and Damages

expense reflect the $300,000 correction that Southwest identified as being necessary

to its original rate filing?

In terms of Account 925, Injuries and Damages, the $300,000 correction identified by

Southwest decreased the Company's Arizona direct expense for the self-insurance reserve

from negative $558,765 to negative $858,765. This is shown on Schedule C-12, page 1,

line 2. As also shown on Schedule -C-12, in column D, Staff" s adjustment reflects an

allowance for Arizona direct self-insurance of $830,000 per year. The difference between

Staff' s recommended allowance of positive $830,000 and SWG's recorded negative

$558,765 comprises Staffs adjustment to increase the annual Arizona direct self-

insurance allowance by $1.389 million, as shown on Schedule C-12, page l, line 2,

column D. If the Company's $300,000 correction were reflected as a separate adjustment

to decrease the test year recorded expense in Account 925, then Staffs adjustment on

Schedule C-l2, page l, line 2, column D, would be increased by this same amount of

$300,000, and would be a $1.689 million over the corrected test year recorded amount.15

16

17 Q- How does Staff's recommended going-forward allowance for Injuries and Damages

expense compare with the pro forma increase requested by Southwest in its original18

19

20

21

22

23

rate filing?

As shown on Schedule C-12, revised, page 1, Staffs recommended allowance for Injuries

and Damages expense in Account 925 is $851,717 lower than the pro forma adjusted

amount in SWG's original filing. This $851,717 reduction to SWG's originally filed pro

forma adjusted amount is shown on Schedule C-12, revised, page l, columns D and E.

24

A.

A.
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1 Q- What adjustment to Injuries and Damages expense do you recommend?

2

3

Southwest's original ly f i led amount for Account 925, Injuries and Damages Expense,

should be decreased by $851,717 as shown on Schedule C-12, revised, page 1, columns D

and E.4

5

6

7

8

9

10

11

C-13 Leased Aireraft Uperating Costs

Q, Did SWG present any rebuttal to Staffs adjustment for Leased Aircraft Operating

Costs?

No. As shown on Schedule C-13, the test year expense for leased aircraft is adjusted

downward by $32,814 to a  normalized amount based on the four-year  per iod,  2004

through 2007.

12

13

14

15

16

17

18

Q-

C-14 El Paso Pipeline Rate Case Litigation Cost

Did SWG present any rebuttal to Staff's adjustment for El Paso Pipeline Rate Case

Litigation Cost?

No. As shown on Schedule C-14, the abnormally high test year expense for the EL Paso

Pipeline Rate Case Litigation is adjusted downward by $477,415, to a normalized level,

based on the average for 2005 through 2007.

19

20

21

22

23

24

A.

25

26

A.

A.

A.

C-15 Annualized Amortization for New In tangible Plant

Q. Please explain Staff's revised adjustment for the annualized amortization for new

intangible plant that was placed into serv ice by December 31, 2007.

SWG's ti l ing included an adjustment (Company Adjustment No. 14) to add to test year

amortization expense $565,333 for the annualized amortization on new intangible plant

that the Company projected would be placed into serv ice by December 31, 2007. As

noted above, Staff has made a related adjustment to rate base in Staff Adjustment B-6,
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1

2

revised. Staff Adjustment C-15, revised, adjusts the Company's estimated amounts. As

shewn on Schedule C-15, revised, to reflect actual new intangible plant that was placed

3 into service by December  31,  2007,  the est imated annualized amor t iza t ion for  new

4

5

Intangible Plant allocated to Arizona that had been reflected in SWG's tiling is reduced by

$46,633.

6

7

8 Q-

9

10

11

12

13

C-16 Gain 011 Sale of Utility Property Related to TEP Sundt Bypass

Please explain Staff Adjustment C-16.

This adjustment reflects ratepayer sharing of 50 percent of the gain realized by SWG on

the sale of the metering facilities and pipe related to TEP's bypass of SWG for gas supply

to TEP's Sundt generating station. SWG's May 14, 2008 supplemental response to data

request RUCO 7-2 provides information used to compute the net gain. As described in

SWG's response to Staff data request STP-1-9627:

14

15

16

17

18

Historically, the Commission has amortized, over a multiple-year period,
the gain or loss on Southwest's disposition of properly previously included
in rate base, 50 percent above-the-line to ratepayers and 50 percent
below-the-line to shareholders.

19

20

21

22

Staff Adjustment C-16 reflects this treatment. A normalization period of three years was

used. Three years is the same period that SWG has used for normalizing its proposed

allowance for rate case costs. A shown on Schedule C-16, pre-tax operating income is

23 increased by S101 ,600.

24

A.

27 See Attachment RCS-5, attached to my direct testimony, for a copy of that response.



Surrebuttal Testimony of Ralph C. Smith
Docket No. G-01551A-07-0504
Page 50

1

2

3

4

C~l7 Depreciation for Plant Sold to TEPfor Sand! Bypass

Q. Please explain Staff Adjustment C-17.

A. This adjustment reduces depreciation expense by $5,117 to recognize that portions of

Southwest's plant, including metering and piping, serving TEP's Sundt generating station

have now been sold to TEP in conjunction with TEP's Sundt plant bypass.5

6

7 Q- Does this conclude your Surrebuttal Testimony?

8 A. Yes, it does.
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Southwest Gas Corporation
Capital Structure & Cost Rates
Cost of Service Methodology

Test Year Ended April 30, 2007

Line
No.

10 Weighted Cost of Debt

11
12
13
14
15

1
2
3
4

5
6
7
8

9

SWG - Proposed
Long~Tenm Debt
Preferred Equity
Common Stock Equity

Total Capial

A C C Staff - Proposed for OCRB
Long-Term Debt
Preferred Equity
Common Stock Equity

Total Capital

Difference

Capital Source

S 554,890,327
$ 47,732,501
$ 462,834,789
$1,065,457,617

Supporting
OCRB

Capitalization
Amount Percent

( A ) (B)

52.08%
4.48%

43.44%
100.00%

51 .00%
4.00%

45.00%
100.00%

Docket No. G-01551A-07-0504
Schedule D Revised
Page 1 of1

7.96% [b]
8.20% [b]

10.00% [b]

7.96% [b]
8.20% [b]

10.00% Tb]

7.96%
8.20%

11.25%

Cost
Rate

(C )

Weighted Avg.
Cost of Capital

(D)

-0.59%

4.51%

4.15%
0.37%
4.34%
8.86%

3.18%
0.28%
3.33%

4.06%
0.33%
5.06%
9.45%

23.27%
100.00%

0% [a] 0.00%
6.79%16

ACC Staff Proposed Cost of Capital for Fair Value Rate Base - Option 1
Long-Term Debt $ 554,890,327 39.96%
Preferred Equity s 47,732,501 3.44%
Common Stock Equity s 462,834,789 33.33%

Capital financing OCRB $1,065,457,617
Appreciation above OCRB
not recognized on Utility's books

Total capital supporting FVRB
s 323,152,085
$l,388,609,702

17
18
19
20
21

7.96%
8.20%

10.00%

3.18%
0.28%
3.33%

23.27%
100.00%

1.25% [b] 0.29%
7.08%22

AC C Staff - Proposed Cost of Capital for Fair Value Rate Base - Option 2
Long-Term Debt s 554,890,327 39.96%
Preferred Equity $ 47,732,501 3.44%
Common Stock Equity $ 462,834,789 33.33%

Capital financing OCRB $ l ,065,457,617
Appreciation above OCRB
not recognized on utility's books

Total capital supporting FVRB
$ 323,152,085
$l,388,609,702

Schedule A
Schedule A

Notes and Source
Lines 11-15, Col.A:

23 Fair Value Rate Base S l ,388,609,702
24 Original Cost Rate Base $ l ,065,457,617
25 Difference S 323,152,085

Difference is appreciation afFair Value over Original Cost that is not recognized on the utility's books.
The appreciation of Fair Value over Original Cost has not been recognized on the utility's books.
Such off-book appreciation has not been financed by debt or equity capital recorded on the utilitys books.
The appreciation over Original Cost book value is therefore recognized for cost of capital
purposes at zero cost.
Per Staifwitness David Purcell

[a]

[b]

ll I IIIUI W II I l Ill m lama1_ll l
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Southwest Gas Corporation
Customer Advances for Construction

Docket No. G-01551A-07-0504

Schedule B-2
Page 1 of 1

;

Test Year Ended April 30, 2007

Line

No. Description Reference

1

2

3

Staff proposed

Company proposed
Staff adjustment to rate base

$

$
$

Amount

(A) .
(49,194,789) See below

(37,910,017) See below
(11,284,772) Account 252

4

Related Accumulated Deferred Income Taxes:
Related ADIT 34.43% $ 3,885,347 Response to STF 1.25, Customer Advances

Account 2830 2100

Notes and Source
From Southwest Excel workpapers

Month

Monthly
Change

(C )

,f f ./
I

\
M

5
6
7
8

9
10
11
12

13
14

15

16
17

April-06

May~06
June-06
July-06

August-06
September-06

October-06
November-06
December-06
January 2007

February-07

March-07
April-07

Account 252
Amount

(B)
s 25,965,151.95
$ 27/771,678.00
s 30,949,083.64
$ 32,596,096.25

s 35,041,274.23
$ 36,572,842.62
$ 38,058,790.21
$ 38,732,669.00
s 41,078,965.78
s 43,365,611.50

$ 45,355,426.19

s 48,147,845.19
$ 49,194,789.04

s 1,806,526.05
$ 3,177,405.64
$ 1,647,012.61
$ 2,445,177.98

s 1,531,568.39
s 1,485,947.59
s 673,878.79
$ 2,346,296.78

s 2,286,645.72
$ 1,989,814.69

s 2,792,419.00
$ 1,046,943.85

18
19
20

Average
Year-End
Adjustment

s 37,910,017.20
$ 49,194,789.04
s 11,284,771.84

l ll H H ill\ m l
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Southwest Gas Corporation
Customer Deposits

Docket No. G-0 l551A-07-0504

Schedule B-4
Page 1 of 3

Test Year Ended April 30, 2007

Line

No. Description Reference

1
2
3

Staff proposed
Company proposed
Staff adjustment to rate base

$
S
$

Amount

(A)
(34,402,771)
(31,921,898)

(2,480,873)

See below

See below

Notes and Source
From Southwest Excel workpapers

Month
Monthly
Change

(C )
4

5

6

7

8

9

10

11

12

13

14

15

16

April-06
May-06
June-06
July-06

August-06
September-06

October-06
November-06
December-06
January 2007
February-07

March-07
Ap1il-07

Amount

(B)
$ 29,940,533.00
$ 30,244,307.00
$ 30,534,168.00
$ 30,907,667.00
$ 31,068,422.00
$ 31,294,649.00
S 31,925,334.07
$ 32,387,659.54
$ 32,677,847.19
s 32,866,854.83
$ 33,171,594.71
$ 33,562,861.81
S 34,402,770.85

$
S
$
$
$
$
s
$
$
$
$
$

303,774.00
289,861.00
373,499.00
160,755.00
226,227.00
630,685.07
462,325.47
290,187.65
189,007.64
304,739.88
391,267.10
839,909.04

1 7

18

1 9

Average
Year-End
Adjustment

$ 31,921,897.62
S 34,402,770.85
$ 2,480,873.23

Source: Company Records, Account 235
(excludes 235.0 1330)
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Line
No.

Southwest Gas Corporation
Customer Deposits

Test Year Ended April 30, 2007

I

2

3

4

5

6

7

8

9

10

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

50

51

52

53

54

55

56

57

58

59

60

61

September-02
October-02

November-02
December-02

January-03
February-03

March-03
ApriI~03

May-03
June-03
July-03

August-03
September~03

October-03
November-03
December-03

January-04
February-04

March-04
April-04
May-04
June-04
July-04

August-04
September-04

October-04
November-04
December-04

January-05
February-05

March-05
April-05
May-05
June-05
July-05

August-05
September-05

October-05
November-05
December-05

January-06
February-06

March-06
April~06
May-06
June-06
July-06

August-06
Septernber~06

October~06
November-06
December-06

January-07
February-07

March-07
April-07
May-07
June-07
July-07

August-07
September-07

Month

$
$
$
$
$
$
s
s
s
$
$
$
$
$
s
s
$
$
$
$
s
$
$
$

$
$
s
$
s
$
$
$
s
s
$
$
s
s
s
s
$
$
$
s
$
S
s
s
s
s
s

$
$
$
$
$
s
s

s
$

Amount

(A)
16,250,822
16,492,184
16,804,948
17,151,007
17,539,415
17,955,206
18,771,907
19,779,385
20,563,887
21,068,603
21 ,361 ,867
21,697,818
22,116,629
22,421,280
22,915,023
23,429,731
23,858,508
24,244,633
24,547,955
24,807,840
24,958,957
25,170,362
25,267,247
25,421,849
25,552,621
25,848,938
26,282,708
26,682,829
27,087,182
27,467,386
27,823,958
27,893,262
28,063,139
28,169,344
28,186,789
28,307,776
28,394,707
28,538,698
28,856,769
29,139,638
29,453,967
29,642,993
29,683,090
29,940,535
30,244,306
30,534,170
30,907,669
31,068,422

31 ,294,651
31 ,925,334
32,387,660
32,677,847

32,866,855
33,171 ,595
33,562,862
34,402,771
34,944,231
35,653,565
36,066,017

36,447,849
36,827,715

Docket No. G-01551A~07-0504
Schedule B-4
Page 2 of 3

S
$

$
$
$
$
$
$
s
s
$
$
s
$
$
$
$
$
$
$
$
s
$
$
$
s

$
$
s
s
$
$
s
$
s
s
$
S
$
s
s
$
s
s
S
s
s
$
s
s
$
s
s
s

s
s
s
s
s

s

Monthly
Change

(B)

241,362
312,764
346,059
388,408
415,791
816,701

1,007,478
784,502
504,716
293,264
335,951
418,811
304,651
493,743
514,708
428,777
386,125
303,322
259,885
151,117
211,405

96,885
154,602
130,772
296,317
433,770
400,121
404,353
380,204
356,572

69,304
169,877
106,205

17,445
120,987

86,931
143,991
318,071
282,869
314,329
189,026

40,097
257,445
303,771
289,864
373,499
160,753
226,229
630,683
462,326
290,187
189,008
304,740
391,267
839,909
541 ,460

709,334
412,452
381,832
379,866

Source: Response to STF-1-9 All are positive, i.e., increases
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Southwest Gas Corporation
Test Year Ending April 30, 2007
Comparison of TRIMP Expense Proposed by Company
With Annual Average for First Five Years of TRIMP

Line
No, Month Year

2006

2004

2005

TRIMP
Cost Average

Docket No. G-01551 A-07-0504
Schedule C-7
Page 2 of 3

2007

1
2
3
4

5
6
7
8
9
10
I 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

35
36
37
38
39
40
41
42
43
44
45
46
47
48
49

January
February
March
April
May
June
July
August
September
October
November
December
January
February
March
April
May
June
July
August
September
October
November
December
January
February
March
April
May
June
July
August
September
October
November
December
January
February
March
April
May
June
July
August
September
October
November
December
GRAND TOTAL

s
$
s

s
s
$

s
$
$
$
$
$
$
s
$
$
$
$
$
$
$
$
$
$
$

$
$
$
s
$
$
s
$
$
$
$
s
s
s
$
$
$
$
$
$
$
$
S
s

471 .82
6,544.60
5,129.14

34,505.15
26,727.58
43,458.93
47,645.50

249,744.24
3,287.69

10,172.00
112,724.24
74,840.59
34,496.78

153,864.86
59,016.31
37,807.80
74,315.00
57,342.53
81 ,834.80

116,930.64
3,399.49

112,185.46
89,027.76
14,517.99
78,760.70
25,798.91
11,716.63
25,738.65
61 ,415.65
40,789.65
53,181 .82

184,304.68
1,696.82

89,940.27
51 ,725.37

295,844.74
219,060.96
563,459.42
161,869.56
382,430.01
606,095.91
211,299.88
145,226.48
17,512.58

4,677,859.59 $ 935,571.92 Average for First Five Year TRMP Period

50
51
52
53

54
55

$
s
S

$
$
$

414,226.96
816,633.24
700,837.39

2,746,162.00
4,677,859.59 $ 935,571 .92 Average for First Five Year TRl1\/IP Period

56

ANNUAL TOTALS
2003
2004

2005
2006

2007

GRAND TOTAL

Compare:
Test Year Ending 4/30/07 s 920,913.89 Normalized O&M Expense for TRIM?

Proposed by Southwest Gas

Notes and Source
Response to STF-9-I8 and STF-10-2
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\.

Line
No. Description

Test Year Ended April 30, 2007

Southwest Gas Corporation
Injuries and Damages, Account 925

20
21
22
23

12
13
14
15
16
17

5
6
7
8
9
10
11

18 Total Arizona Direct and Allocated

19 Company'sproposed adjustments to Account 925 in its filing

I
2
3
4

Common Before Allocation to Arizona
Legal and Other Costs
Reserve for Sclflnsuvance
Self-Insuxed Worlanen's Comp
Insurance

SubtoW beforePaiute Allocation
Paiute Allocation

Subtotalaler Paiute Allocation

Arizona Allocation al Common
Legal and Other Costs
Reserve for SelfInsurance
Selillnsured Worlanen's Comp
Insurance
Paiute Allocation
Total Common Allocated to Arizona

Arizona Direct
Legal and Other Costs
Reserve for Self Insurance
Se1f~Insured Workmen's Comp
Total Arizona Direct

Components ofCompanys proposed adjustments to Account 925, I&] Expense:
SWG Adjustment 7, Out ofPeriodExpenses
SWG Adjustment 10, SelflnsuredRetention Normalization
SWG Adjustment 12,A&G Expenses, Annualized Paiute Allocation

Total Company-proposed adjustments to Account925 expense

56.70%
56.70%
56.70%
56.70%
56.70%

3.96%

s
$
s
s
$
$

$ 5,678,765

$
s
$
s
s
s
s

s
$
s
$

Company
Test Year

As Recorded

(A )

101,501
113,400
13,179

5,268,64 l
(223,984)

5,272,737

179,014
200,000

23,243
9,292,136
9,694,393
(395,033) a

9,299,360

467,269
(558,765)
497,524
406,028

s
s
s
$

s

$ 2,490,088

CoLB - Col.A

$
$
s
$
s
$
$

s
s
$
s
s
$

$
$
$
s

CoH1p2l1y
Requested
As Filed

(B )

179,014
4,130,256

23,243
9,738,915

14,071,428
(380,379) a

13,691,049

253,324
2,228,455 b

8,309
2,490,088

101,501
2,341,855

13,179
5,521,965
(215,675)

7,762,825

8,168,853

467,269
(558,765)
497,524
406,028

s
S
s

i..

$ 2,579,781

CoI.C . CoLA

s
$
$
s
s
$
s

s

s
$
$
s
$
s

$
s
s
s

Company
Requested

As Corrected

(C )

179,014
5,030,024

23,243
9,738,915

14,971,196
(592,859)

14,378,337

253,324
2,318,148 b

8,309
2,579,781

8,258,546

101,501
2,852,024

13,179
5,521,965
(336,151)

8,152,518

467,269
(858,765)
497,524
106,028

s 7,317,136 .

Docket No. G-0155 lA-07~0504
Schedule C-K2 Revised
Page 1 off

s
s
$
s

s

s
$
s
s
s
s

s
$
s
s
s
s
$

s
s
$
$

Staff
Proposed

(D)

179,014
200,000 c
23,243

9,738,915
10, 141, 172

(401,590)
9,739,582

101,501
113,400

13,179
5,521,965
(227,702)

5,522,343

253,324
1,376,738

3,309
1,638,37 l

467,269
830,000 c
497,524

1,794,793

(851,717)

s
s
$
$
s
$
$

SraE
Adjustment

(E)
Co1,D - Col.B

$ _

$ 1,388,765
$ -

s 1,388,765

s

s
s
s
s
s
s

(3,930,256)

(3,930,256)
(21,211)

(3,951,467)

(12,027)
(2,240,482)

(2,228,4S5)

(851,717)

44% 45% ;9%24 Percentage increase over test year recorded amount

25 Staff proposed adjustment to SWG as-filed pro formaexpense for Account 925 s (851,717)

L.z3, Col.D - Col.B

$ (851,717)

Notes and Source
A SWG response to Staff data request STF-9-14
B Derived Bam SWG Sling, Schedule C~2, Company Adjustment Nos. 7, 10 and 12 and response to STF-9-14
C SWG response to Staffdata request STF-9-14
D See page 2 of this schedule for Stay analysis of ten years ofreoorded expense for
a Paiute allocation used by SWG in its filing does not calculate exaalyto 3.96%
b SWG Adjustment 10, Self lnsured Retention Normalization

Component SWG Recorded
Arizona Direct $ (558,765)
Common Allocated to Arizona $ 113,400
Subtotals S (445,365)
Net SWG Proposed Adjustment, before change in Paiute allocation

26
27
28
29

SWG Filed
s (558,765)
s 2,341,855
s 1,783,090
s 2,228,455

L.27, Col.B . CoLA
To Line 21

SWG Corrected
s (858,765)
s 2,852,024
$ 1,993,259
s 2,438,624

L27, Col.c - Col.A

SlaffAdiusted
$ 830,000
s 113,400
s 943,400
s 1,388,765

Staff
Adjustment

s 1,388,765
s (2,228,455)
s (839,690)

s (223,984) Line 16 s
s

(L'46,011)
(12,027)

s (12,027)30
3]
32

Paiute allocation
Change in Paiute adlocztion from test year recorded
Compares proposed corrected adjustment,net ofchange in Paiute allocation

Line 16 Lessline 22
$ (344,460)
s (120,476)
$ 2,318,148

TO Line 21

s (851,717) c

33

c

Sta1Tadjustment to Southwestrecorded, net ofchange in Paiutc adlocalion

See page 2 of this schedule for details of Staifrecomrnendednormalized amount for self-insuled expense. To Line 21

1,376,738
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Data Request/

Workpaper No. Subject Confidential No. of Pages Page No.

STF-13-21 Yuma Manors System Improvement Project No 2 2- 3
STF-13-11 Uncollectibles No 1 4

STF-6-49 Intangible Plant (03/20/08 Supp) No 4 5 - 8

STF-11-4 Amortizations No 3 9 - 11

STF-13-12 Intangible Plant No 1 12

RUCO-7-2 ITEP B ass without attachments (05/14/08 Supp) No 2 13 - 14

STF-1-78 Payroll, Incentive Programs (03/25/08 Supp) No 2 15 .. 16

RUC0-1-10 Employee Incentives (03/25/08 Supp) No 2 17- 18

STF-13-13 Injuries and Damages No 6 19 -24

STF-13-14 Injuries and Damages No 8 25 -32

STF-13-15 Injuries and Damages No 1 33

STF-13-16 Injuries and Damages No l 34

STF-13-17 Injuries and Damages No 1 35

STF-13-19 Injuries and Damages No 6 36 -41

STF-13-20 Injuries andDamages No 23 42- 64

STF-6-42 Management Incentive Compensation (3/25/08 Supp) No 2 65 -66

UNS Gas-AZ Sales Tax Payment Lag No 1 67

UNS Electric-AZ Sales Tax Payment Lag No 1 68

TEP Lead/Lag Study-AZ Sales Tax Payment Lag No 1 69

STF-11-3 Attach

Illustrative Samples of SWG's AZ City Sales Tax

Returns No 10 70- 79

sTF-11-3 Attach

Illustrative Samples of SWG's AZ State Use and

Severance Tax Return No 4 80- 83

Total Pages Including this Page 83

Docket No. G-01551A-07-0504
Attachment RCS-8
Page 1 of 83

Southwest Gas Corporation
Docket No. G-01551A-07-0504

Attachment RCS-8
Copies of SWG's Responses to Data Requests, Workpapers

and Other Documents Referenced in the Surrebuttal Testimony and Schedules of
Ralph C. Smith



Docket No. G-01551A-07-0504
Attachment RCS-8
Page 2 of 83

313-021
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request NQ. ACC-STF-13-21:

Yuma Manors. Please identify all of  the rate base and operating expense
adjustments that Southwest would propose relatirig Tb th-e- $320,779 ideT'ltified in
Mr. Mashas' rebuttal testimony at page 13.

Respondent: Revenue Requirements

Response:

Attached is the calculation of the reduction to rate base ($320,779), depreciation
($15,175) and property tax ($8,499) associated with the $320,779 of overtime, shift
premiums, etc., incurred in replacing the Yuma Manors steel pipe system that were
identified in the rebuttal testimony of Robert Mashas.



:
c
8u
2D.an
D

m
N

I :
N
c o

m
m
<1
` ¢

Docket No. G-01551A-07-0504
Attachment RCS-8
Page 3 of 83

o »
: o
.4 z 1-  N  co q-  in  co l \  as  c>

Lu
cm
z
Lu

u.l
x

ea e t

>-

88"NO°9"?<*)l-D

LZ

ea
- u
N

L Z

» `
u~.¢

z
Q
I'-

o
Mr

¢ as
ad 1• -
m a - U
M  m  -

ca au Qr~ cw l~ 1-r~ N l~ F
o v o .N r~ o

vw- 00

r~ N
m m
et et
m N
N m

o
<

D

2 <

§<a=
'2u<
Q 2%

E he he he 619 ea

<
E °'<

Fe
o

IB.

3
(Ya.
E
3
>-

>- a

<m

an
OJ
m
a n

o

|-

1 -

u.l'*!
Q _ m

1 -

¢L'¢7>
l.IJ
3

Wzn:
8:
o
"Jim

I- D.
3 I -'Q "Jen

; - G
I UJ|-|- ¢"uJ
3 z
cm I-un_

*-fn
g m

no

|-
|-
z
UJ
E
I,-
U)
D
' w

o

f :
o

" Q
m
m
D

D
<

3

-233
2392 E
E':*E_ E'eel~°

'E 2 1 2 9 8 8

E 3242484

818 °§§'§¥
82"'33¢§8E8

o
'Hz
: :

L.ma
m

8 N
_.Q

:EE 5

o
E'

8=35? 4

of 423.
8§§8 e888°s2s°~82

S o_,z 1- N ¢q <r LD m r~ to ea

8
o
C
m
E
(0
E
J
>-

¢*.

' T
IJ..
| -
fl)

\

l l ll l l



Docket No. G-01551A-07-0504
Attachment RCS-8
Page 4 of 83

313-011
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET ND.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-11:

Uncollectibles. Refer to Randi Aldridge's rebuttal testimony at page 5-6. (a)
Please identify the amount of Uncollectibles Expense SWG is now recommending.
(b) Please include all supporting documentation and calculations for that amount.
(c) Does SWG agree with Staff's adjustments for Customer Deposits and Customer
Advances? If not, explain fully why not.

Respondent: Revenue Requirements

Resoonsez

a. Southwest's request for uncollectibles expense is unchanged from its initial
filing. Southwest continues to request the test year recorded uncollectibles
expense of $2,977,729.

b. Please see Schedule C-1, Sheet 3, Line 26.

c. Southwest agrees with the rationale employed by Staff, in that Staff is using a
number for customer deposits and customer advances that it believes best reflects
the conditions on a going-fonnard basis, which is the same rationale used by the
Company with respect to its uncollectibles expense. Furthermore, the Company
believes the Commission should be consistent with respect to these adjustments
and the rationale used by the parties; As such, if  the Commission approves
Southwest's rationale for its uncollectibles expense, Southwest would not object to
the rationale of Staff with respect to the adjustments for customer deposits and
customer advances.
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254-049
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-6

(ACC-STF-6-1 THROUGH ACC-STF-6-60)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-D7-0504
ARIZONA CORPORATION COMMISSION
DECEMBER 28, 2007

Request No. ACC-STF-6-49:

System Allocable miscellaneous intangible plant (Account 303). Refer to Ms.
Aldridge's direct testimony at page 18.

Please provide a detailed itemization, with amounts and descriptions, of all of
the actual projects closed to plant after the end of the test year and by
December 31, 2007.

b. For each project listed in response to part a, please provide the Company's
proposed amortization period, and the basis for such amortization period.

Please provide a detailed listing of all projects with an amortization period
expiring December 31, 2007 or earlier that the Company has removed from
rate base.

Please provide a detailed listing of all projects with an amortization period
scheduled to expire between December 31, 2007 and June 30, 2008.

Please provide a listing and descriptions of all amortizable projects budgeted to
be placed into service between December 31, 2007 and June 30, 2008, and
the estimated in-service cost and date of each.

Respondent: Revenue Requirements

Response: SUPPLEMENTAL ATTACHMENT- MARCH 20, 2008

a. and b. Southwest's books for December 2007 have not yet been closed.
Southwest will provide a supplemental response after the data beco.mes available
in late-February or early-March 2008.

e.

d.

c.

a.

(Continued on Page 2)



Docket No. G-01551A-07-0504
Attachment RCS~8
Page 6 of 83

254-049
Page 2

Response to STF-6-49: (continued)

c. A detailed listing of the projects with an amortization period expiring December
31, 2007 or earlier, that the Company removed from rate base was provided in WP
Schedule C-2, Adjustment No. 14, Sheet 86, Lines 24-50, and Sheet 87, Lines 1-
11.

d. A list of all projects with an amortization period scheduled to expire between
December 31, 2007 and June 30, 2008 was provided in WP Schedule C-2,
Adjustment No. 17, Sheet 87. The projects are sorted by expiration date, please
see the "Expiration Date" column. `

e. There are several projects that were budgeted to be placed into service during
2008, but whether these projects will close before or after June 30, 2008 is
unknown at this time. Southwest will update this response if and when more
information becomes available.
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Attachment
Supplemental

STF.B-493
Sheet 1 of 1

SOUTHWEST GAS CORPORATION
SYSTEM ALLOCABLE

ACCOUNT 303 - PROJECTS CLOSED BETWEEN 5/1/07 THROUGH 12/31/07
UPDATE: RESPONSE TO STF-6-49

In-Sewice
Date

Asset
BalanceDescription

Load Balancers
Comm Vault Licenses
Citrix Presentation Licenses
Lefthand Network Expansion
PI Data Access
Autocad Training
Receivables Software
Oracle E Business Licenses
ACD Reporting License
Powerbroker License
Tivoli Workload Scheduler
Powerbroker License
Trident OS/EM Licenses
UPK Software
MAPX GIS Software
Oracle Internet Licenses
HP Licenses
Ops Mgr Server Licenses
WMS Test Project

Asset!D
07001151
07001149
07001152
07001150
07001456
07001455
07001457
07002004
07002005
07002910
07002911
07002913
07002914
07002912
07002915
07003142
07003143
07003144
07003141

05/24/07
05/24/07
05/24/07
05/24/07
06/27/07
05/29/07
06/29/07
08/27/07
08/27/07
10/31/07
10/31/07
11/30/07
11/30/07
12/17/07
12/22/07
12/22/07
12/22/07
12/22/07
12/31/07

$

$

37.781
10,419
82,628
15,489
25,900
128,129
75,084
172,400
20,678
10,926

110,638
11,960
55,300
189,398
35,030
49,177
54,728
61,285
301,580

1,449,530 $

Monthly
Expense

$ 1,049
289

2,295
430
719

3,559
2,113
4,789
574
304

3,073
332

1 ,536
5,261
973

1 ,356
1,520
1 ,702
8,377

40,261 $

Annual
Expense

$ 12,588
3,468
27,540
5, 160
8,628

42,708
25,356
57,458
6,888
3,648
36,876
3,984
18,432
63, 132
11,676
16,392
18,240
20,424
100,524
483, 132

STF-6-49 Supplemental Acct 303 Closed 5-1 to 12~31 2007
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Attachment
Supplemental

STF-6-49e

Sheet 1 of  1

SOUTHWEST GAS CORPORATION
SYSTEM ALLOCABLE

ACCOUNT 303 - PROJECTS IN CWIP EXPECTED TO CLOSE BY 6/30/08

UPDATE: RESPONSE TO STF-6-49

Work
Order

CWIP
Balance

Est Amount
EMRS/LMR Software Module
Purchase Chardware Software
Purchase Questionmark Software
WMS/EMRS Interface Phase Ill
Sun Memory for Oracle
Microsoft Licenses
Vasco and Office Licenses

52-C510D055
52-C7100056
52-C7100067
52-C8100004
61-C7100131
61~C7100132
61-C7100133

@2/29/08
$ 88,406

103,854
25,130
43,395
9,138

74,937
106,726

$ 452,585

$ 430,000
300,000
12,500

300,000
9,000

105,970
106,726

s 1,264,196

Est Service
3 years
3 years
3 years
3 years
3 years
3 years
3 years

STF-6-49 Supplemental Acct 303 CWIP @ 2-28-08
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298-004
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-11

(ACC-STF-11-1 THROUGH ACC-STF-11-15)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MARCH 3, 2oo8

Request No. ACC-STF-11 -4:

Amortizations. Refer to Southwest's W/P Schedule C-2, Sheet 89, Adjustment No.
14. For each item of new amortization listed in the following table, please provide
the following information: (1) the actual cost, (2) the actual date placed into service,
and (3) the documentation relied upon for the amortization period/sewice life:

New Amortizations beginning before 12/31/07

Descripfionlq
(a)

Amoral
Amortization

(D)

CWP
Balance

(524/30/07
(C)

Estimated
In-Sewice

Date
(d)

Estimated
As i a

Ammnt
(6)

Service
Life
(f)

$ 6/30/2007 $Autocad new3D2007
Pi Dara Access
Receivables Software
Load Ba areca
Mac:KinreyV9Cobol Licalse
Citrix Presentation License
San Lefltard rework Expansion
EMRSJLMR Software Module
EMRS Software
Orate UPK Licelses
Orate PUI Lioelses

Teal New Amortizati ons

e/30/2007
e/3oQoo7
5/30/2007
6/30/2007
6/30/2007
6/30/2007

12/31/2007
12/312007
12/31/2007
12131Q007

3 years
3 years
3 years
3 yes
3 yes
3 years
3 years
3 years
3 years
3 years
3 years

$

60,000 $
8,000

35,000
12,657
3,500

27,567
5,167

14a,:-133
116,667
83,333
70,000

565,333 $

125,879
25,900
9 , 2 3 8
37,780
10,420
82,628
15,489
88,406
99,510

0
0

s4s,250 $

180,000
24,000

105,000
38,000
10,500
83,000
15,500

430,000
350, 000
250,000
210, 000

1,595,000

Respondent: Revenue Requirements

Response:

Please see the attached worksheet for the actual in-service amounts and dates for
the projects in the above table. The EMRS/LMR Module is still in CWIP.

(Continued on Page 2)
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298-004
Page 2

Response to STF-1 1-4: (continued)

Generally, Southwest assigns a three-year service life to small software projects or
sof tware license purchases under $1 mill ion. This assignment is based on
seasoned professional judgment, and there is no documentation Southwest relied
upon to determine a service life for the above projects.



Docket No. G-01551A-07-0504
Attachment RCS-8
Page 11 of 83

SOUTHWEST GAS CORPORATION

SYSTEM ALLOCABLE

INTANGIBLE PLANT IN CWIP AT 4/30/07

ACTUAL COST AND IN-SERVICE DATE

Description [1 ]

(a)

In-Service
Date

(b)

Asset
Amount

(C)

1
2
3
4
5
6
7
8
g
10
11

Autocad Map 3D 2007
Pi Data Access
Receivables Software
Load Balancer
MacKinney VS/Cobol License
Citrix Presentation License
San Lefthand Network Expansion
EMRS/LMR Software Module
EMRS Software
Oracle UPK Licenses
Oracle PUI Licenses

6/29/2007 $
6/27/2007
6/29/2007
5/24/2007
5/24/2007
5/24/2007
5/24/2007

N/A
1/28/2008

12/17/2007
8/27/2007

128,129
25,900
76,084
37,781
10.149
82,628
15,489

. to
195,120
189,398
172,400

1
2
3
4
5
6
7
8
g
10
11

[1] This project is still in CWIP.

v7t01 ! Sheen
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313-012
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-122

Intangible plant. Refer to Aldridge rebuttal Q/A 31. (a) Please identify which
intangible projects recorded as Plant as of December 31, 2007 by SWG that SWG
alleges that Staff did not include. (b) For each such not included intangible project,
please state fully SWG's understanding of why it was not included by Staff.

Respondent: Revenue Requirements

Response:

a. Please refer to the Company's response to STF-6-49 for a complete list of
miscellaneous intangible plant projects closed f rom May 1, 2007 through
December 31, 2007. The items that Staff did not include when updating intangible
plant through December 31, 2007 were: ACD Reporting, Powerbroker (2 line
items), Tivoli Workload, Trident, MAPX GIS, Oracle Internet, HP, Ops Mgr Sewer,
and WMS Test Project, totaling $738,228. Southwest originally requested to
include $1,696,000 in its adjustment. After the update to actual, that amount is
reduced to $1 ,449,530, not $737,958 as Staff proposes (amounts are original asset
balances, before allocation to Arizona).

b. Southwest does not understand why Staff did not include these projects in its
update of miscellaneous intangible plaTt to December' 317 2007, as they were
included in the response to STF-6-49.
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302-002
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

* * *

RESIDENTIAL UTILITY CONSUMER OFFICE
DATA REQUEST no. RUCO-7

(RUCO-7-1 THROUGH RUC0-7-10)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MARCH 7, 2008

Request No. RUCO-7-2:

TEP Bypass

Refer to the testimony on page 8 of the testimony of James Cattanach regarding
the TEP bypass and provide the following information:

a) Identify each plant item that will be retired as a result of the TEP bypass.
Provide dollar amounts as well as plant account numbers,

b) Identify each plant item that will be sold as a result of the TEP bypass. Pro-
vide book value, plant account numbers and actual or estimated sales price;
and

C) Identify all test year O8<M costs that will be avoided as a result of the by-
pass.

Respondent: Plant Accounting, Key Accounts, Pricing

Response: SUPPLEMENTAL RESPONSE -_ MAY 14, 2008

Please find attached the signed Sundt Generating Station Interconnect Purchase
and Sale Agreement between TEP, El' Paso, and Southwest. This document
completed the sale of the interconnection facilities from Southwest to TEP and El
Paso for the bypass of the Sundt Generating Station from Southwest's system. As
of April 1, 2008, Southwest no longer provided service to TEP's Sundt Generating
Station.

(Continued on Page 2)
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302-002
Page 2

Response to RUCO-7-2: (continued)

Original Response:

A) A high pressure metering facility and 1,867 feet of 12-inch steel pipe will be re-
tired as a result of the TEP bypass. The original amount for the metering facility to
be retired is $182,093 and the retirement amount for the piping to be retired is
$28,526. The net book value as of April 30, 2007, for the metering facility is
$151,351 and the net book value of the piping is $25,439. The net book value as of
March 31, 2008, the expected sales date, for the metering facility is $144,156 and
the net book value of the piping is $24,440.

B) The facilities described in the response to a) are anticipated to be sold as a
result of the TEP bypass. Although the sales agreement between Southwest, TEP,
and El Paso is not final, the tentative sales prices are $398,381 and $350,000 for
the Alternate Feed Line (pipe) and Meter Set Assembly (MSA), respectively.

C) Attached is a worksheet that provides the estimated annual maintenance
related to the facilities to be sold as a result of the TEP bypass.
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241-078
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-1

(ACC-STF-1 -1 THROUGH ACC-STF-1 -99)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
NOVEMBER 9, 2007

Request No. STF-1-78:

Payroll, Incentive Programs. Please provide complete copies of  any bonus
programs or 'incentive award programs"in effect at the Company for the most
recent three years. Identify all incentive and bonus program expense incurred in
2005, 2006 and 2007. Identify the accounts charged. Identify all incentive and
bonus program expense charged or allocated to the Company from affiliates in
2005, 2006 and 2007.

Respondent: Human Resources / Revenue Requirements

Response: CORRECTED SUPPLEMENTAL ATTACHMENT- MARCH 25 2008

SUPPLEMENTAL ALTA CHMENT _ DECEMBER 17, 2007

The Management Incentive Plan and Special Incentive Plan are discussed in the
Company's response to data request no. STF-1-49. The current document for the
Service Planning Quality Incentive Award is attached as Attachment A. The
expense incurred in 2005, 2006, and for the test year ended April 2007 for each
program is attached as Attachment B. Please note the amounts shown for
"Corporate" are before 4-Factor allocation to Arizona.

There are no incentive or bonus program expenses allocated from affiliates.
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5174- 1 -73'
SOUTHWEST GAS CORPORATION
ARIZONA GENERAL RATE CASE

INCENTIVE PROGRAMS
IN RESPONSE TO DATA REQUEST no. STF-1 -78

UPDATED 3/25/08

DATE CORP AZ AcCount
MIP
Eligibility: Sr Mgrs and Above 2004 s

2005
2006

1zME Apr 07

5,699,300
5,581 ,550
5,241 ,805
5,919,502

920
920
920
920

Exempt Special Incentive
Eligibility: All non-incentive
exempts with at least 6
mos. service

2004
2005
2006

12ME Apr 07

$ 150,700
148,450
154,500
151,250

920
920
920
920

Service Planning
Quality Incentive Award
Eligibility: service planners,
their sups and managers,
industrial gas engineers

2004
2005
2006

12ME Apr 07

$ 158,035
140,171
143,865
137,522

$ 431,425
455,150
367,534
290,004

903
903
903
903

Stock Option Expense
Expense that must be
recognized on Southwest's
books

2004
2005
2006

12ME Apr 07
1 ,493,694
1 ,507,520

n/a
n/a

920
920
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243-010
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DCCKET no. G-01551A-07-0504

* * *

RESIDENTIAL UTILITY CONSUMER OFFICE
DATA REQUEST no. RUCO-1

(RUCO-1-1 THROUGH RUC0-1-22)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
-ARIZONA C-C3RPORATllON-COMMISSION
NOVEMBER 27, 2007

Request No. RUC0-1-102

Employee Incentives

Please provide a description of each current employee incentive program. For
each program offered, provide the following additional information:

a) ... Employee- eligibility,

b) Cost incurred in each year 2004, 2005, 2006, and the test
year, and

The account where each expense identified in part b) was
recorded.

C)

Respondent:Human Resources

Response: SUPPLEMENTAL ATTA CHMENT -. MARCH 25, 2008

A description of each current employee incentive program was provided in the
Company's response to data request nos. STF-1-49 and STF-1-78, provided in
response to data request no. RUCO-1-6.

Please see the attached schedule for the information requested in parts a) through
c). Please note that amounts shown for ."Corporate" are before 4-Factor allocation
to Arizona.
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Attachment
RUCO-1 -1 o

S hee t 1 of 1
SOUTHWEST GAS CORPORATION
ARIZONA GENERAL RATE CASE

INCENTIVE PROGRAMS
IN RESPONSE TO DATA REQUEST no. RUCO-1 -10

UPDATED 3/25/08

D A T E CORP Az Account
MIP
El igib i l i t y :  S r  Mgrs  and Above 2004

2005
2006

12ME Apr 07

$ 5 , 6 9 9 , 3 0 0
5 , 6 8 1 , 5 5 0
5 , 241 , 805
5 , 919 , 502

920
920
920
920

E x e m p t  S p e c i a l I ncent i ve
El igib i l i t y :  A l l  non- incent ive
exempts  wi th  a t  leas t  6
mos .  s erv i c e

2 0 0 4
2 0 0 5
2 0 0 5

12M E  A p r  07

$ 150 , 700
148 , 450
154 , 500
151 , 250

920
920
920
920

S er v i ce P l a n n i n g
Qu al i ty  I n cen t i ve  Awar d
El igibi l i t y :  serv ice planners ,
t h e i r  s u p s  a n d  m a n a ge r s ,
i ndus t r i a l  gas  engineers

2 0 0 4
2 0 0 5
2 0 0 6

. 12ME Apr  07

$ 168 , 035
140 , 171
143 , 855

-137. 522

$ 4 3 1 , 4 2 5
465,  150
3 5 7 , 5 3 4
2 9 0 , 0 0 4

903
903
903
903

S t oc k  O p t i on  E x p e n s e
E x pens e t ha t  mus t  be
rec ogn i z ed  on  S out hwes t ' s
book s

2004
2005
2006

12ME Apr 07
1 ,493,694
1 ,507,s20

n/a
n/a
920
920
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313-013
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551 A-D7-0504

* * *

ARIZONA CORPORATION COMMISSION
DATAREQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZQNA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-13:

Injuries and damages. Refer to Bob Mashas rebuttal testimony at page s, lines 1-
3: However, Staff excludes a $10 million dollar expense recorded in 2006 related
to an incident that occurred in Arizona in 2005. For purposes of responding to this
question, please assume that the cost to SWG for the May 2005 incident should
be excluded. Under that hypothetical, please show in detail what amount of self-
insurance expense SWG would propose.

Respondent: Revenue Requirements

Response:

Attached is a file that calculates the Company's filed proposed Adjustment No. 10,
Injuries and Damages, excluding the May 2005 incident as requested above.

The Company's filed Adjustment No. 10, would have been $1 ,901,727 in place of
the $2,228,455 shown on filed Schedule C-2, Sheet 1, Line 15, Column (f). The
difference is $326,728 and is calculated as follows:

Self-Insured Retention (Up to $1 million per incident)
Amount of claim included in calculation ($5 million maximum)
Total Impact of May 2005 Incident
Number of Years
Ten Year Average
Less: Paiute Allocation @ 3.96%
Net Subject to "4" Factor Allocation
Arizona "4" Factor Allocation
Arizona Allocation

$1 ,000,000
5,000,000

$6,000,000
10

$600,000
23,760

$576,240
56.70%

$326,728
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STF-13_13
G-01551A-07-0504Sh€8t 1 of 5

SOUTHWEST GAS CORPORATION
ARIZONA

SELF-INSURED RETENTION NORMALIZATION
(TEN YEAR AVERAGE $5.0 MILLION AGGREGATE)
ADJUSTMENT no.10 EXCLUDING MAY 2005 INCIDENT

RESPONSE TO STF-13.13

Line
No. Description

(a)
Reference

(b)

Allocation
Percent

(c)

System
Allocable

(d)

10-Year
Total
(d)

Total
Arizona
Accrual

(e)

Line
No.

WP c-2, Adj. 10
1
2
3
4
5

Claims Paid
< $1,000,000
At $1 ,000.D00
> $1 .000.000 < $5,000,000

Total Claims Paid
10 Year Average

1

2

3

4

5

6

7

Less FERC Allocation @3.96% C-1,Sh 18 3.96% 6

System Allocable

$ 7,698,138
7,000,000

11,963,879
$ 26,662,017

$ 2,666,202

(105,582)

$ 2,560,620

$ 1,451,872

7

88 Arizona 4-Factor C-1,Sh 19 56.70%

200,000
(7,920)

192,080

9
10
11
12

g
10
11
12

c-1, sh 18

c-1,sh 19

$
3.96%

$
56.70%

100.00%
100,00%

s 108,909

13
14

Recorded Amounts
Less FERC Allocation @ 3.96%

Net System Allocable
Arizona 4-Factor
Arizona Direct (Reclass from Acct923)
Arizona Direct
Total Recorded Arizona

(558,755)
(449,856)

13
14

15 Total Adjustment Including May 2005 Incident and $300,000 declass.

$.

s 1,901,727 15

STF-13.13 Inc. and Damages Restated Exd May 2005.xls Sch. C-2, Adi- No. 10
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SOUTHWEST GAS CORPORATION
ARIZONA

TEN YEAR HISTORY OF LIABILITY CLAIMS
ADJUSTMENT no. 10 EXCLUDING MAY 2005 INCIDENT

RESPONSE TO STF-13.13

Line
No. Year

(a)

Paiute

(b)

So, Ca.
(C)

No. Ca.

(d)

So. Nv.
(e)

No. Nv.

(f)

Arizona

(Q)

Total

(i)

Line
No.

Less Than s1,ooo,000 Self-Insurance Per Claim
450,384

1,494,253
37,545

123,755
6,250

18,125
256,333
208,216
415,093

195,000
100,000

50,000

27,500

31 ,too
92,500

342,000

809,455
400,000
95,491

560,500
179.500

1 ,853,678
17,500

1
2
3
4
5
e
7
8
g

10
11
12
13

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2006
2007

Accts. Reclass

450,384
1,618,008

300,128
421 ,341

1,124,548
400,000
176,491
653,000
566,500

1,853,678
0

134,060
7,698,138

1
2
3
4
5
6
7
8
g
10
11
12
13$ 141,255 s

5,oo1 129,059
0  $ 177,500 S 24,375 $ 1,350,143 $ 195,000 $ 5,809,865 $

$1,000,000 Self-Insurance Per Claim
1,000,000
2,000,0001 ,000,000

1,000,000

1 ,000,000
0

1997
1998
1999
2000
2001
2002
2003
2004

2005

2006
2007

1 ,000,000 May zoos |

14
15
16
17
18
19
20
21

22

23
24
25

14
15
16
17
18
19
20
21

22

23
24
25 $ 0$ 05

1,000,000
3,000,000

0
1 ,000,000

0
0

1 ,000,000
0

1,000,000

0
0

7,000,0000  s 0  $ 1,000,000 $ 2,000,000 $ 4,000,000 $
$5 Million Aggregate above 51,000,000 Self-Insurance Per Claim

2,726,235
1,739,8705,272

991,502

26
27
28
29
30
31
32
33

34

35
36
37

1997
1998
1999
2000
2001
2002
2003
2004

2005

2006
2007

5,000,000
1,500,000

l May200s |

2,725,235
1,746,142

0
991,502

0
0

5,000,000
1,5w.0w

0

0
0

0  s 11,963,879

26
27
28
29
30
31
32
33

34

35
35
37s 0.s 0  $ 0  s 0  $ 997,774 $ 10,966,105 s

38 Total s 0  $ 177,500 $ 24,375 s 2,350,143 s 3,192,774 s 20,775,970 s 141,255 S 26,662,017 38

[1] Amounts for 1997 (May-December) and 2007 (January-April) are a partial Year. 1998 through 2006 are based
on calendar year amounts.

STF-13.13 Inc. and Damages Restated End May 2005.xls WP Adjlo Sh2
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Docket No. G-01551A-07-0504
Attachment RCS-8
Page 25 of 83

313-014
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G_01551A-07_0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551 A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-14:

Injuries and damages. Refer to Bob Mashas' rebuttal testimony on injuries and
damages. (A) Please identify exactly where in the prior Southwest rate case, the
Company informed the Commission about the cost of the May 2005 incident. (B)
Please identify the last time prior to May 2005 when the Company had experienced
a similar level of cost to the self-insured cost that was incurred by Southwest for the
May 2005 incident. (C ) Please identify about how many years, on average, when
Southwest anticipates experiencing another incident as costly to the company as the
May 2005 gas leak fire. (D ) Does the Company view the May 2005 gas leak fire
cost as a nonrecurring event? If not, please identify approximately when and in
what amounts the Company anticipates such an incident will reoccur in the future.

Resoondeht: Revenue Requirements D

Response:

(a) Please see response at Staff Data Request No STF-13.20.

(b) January 2003.

(c) Including the May 2005 incident, the actual experience during the 17-year period
(1991 -2007) included four such major incidents, or one every four years.

(d) No. Please reference (b) and (c) above. The issue is not whether an incident
as large as the May 2005 will occur, but whether there is a l ikelihood of  an
incident(s) with an expense greater than $1 million with an aggregate additional
expense up to $5 million above the $1 million self-insured retention. The three
incidents referenced above, along with the May 2005 incident, are examples of such
occurrences.

(Continued on Page 2)
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Response to Request No. ACC-STF-13-14: (continued)

Attached are two files that provide the information included in the Company's last
general rate case, where the treatment of  using all jurisdictional self-insured
retentions as System Allocable expense and the introduction of the self-insured
aggregate was first presented in Southwest ratemaking. The first file includes the
Company's f iled Schedule C-2, Adjustment No. 1 o, (14-year average) and the
workpapers supporting that adjustment. Workpaper Sheet No. 2, shows that there
were ten incidents that exceed the $1 million self~insured retention, two exceeded
$10 million aggregate (one in 1993 and one in 2003) and another one in 1993 $8.8
million) exceed $5 million but less than $10 million. All of the above are examples of
costs that are likely to occur within this component of the injuries and damages
expense, The schedule clearly shows that no one specific year is indicative of a
going forward expectation of expense. Thus it is reasonable to use a 10-year
average in order to smooth the expense to a reasonably expected level during the
going-forward rate effective period.

The second file recalculates the Company's adjustment using a 10-year average.
The Staf f  proposed, and the Company agreed, that a 10-year average was
reasonable. Also attached are copies of Staff witness James Dorf's Surrebuttal and
Surrebuttal Schedule JJD-15, where he proposed a 10~year average of  all
jurisdictional self-insured claims as System Allocable including a restatement of the
10-year year experience to reflect the then $10 million aggregate. Finally, attached
is a file that restates the Company's history using only the most recent 10-years.
This schedule ties to the Staff's proposed adjustment. Please note that the January
2003 claim was restated to reflect the $10 million aggregate used in the last rate
case. In the Company's current application, the January 2003 claim is restated to
reflect the current $5 million aggregate.

The file that restates the prior rate case to the Staff 's 10-year average includes
additional information in the Adjustment No. 10 format that compares the numbers
used in the current case to those that were used in the prior rate case. In both
instances the total claims shown on line 4 (claims below $1 million, $1 million and
the $10 million/$5 million aggregate) are nearly identical. The FERC and Arizona
allocations have decreased slightly, but the Arizona allocated amount shown on line
8 are nearly the same. The 2004 number was $1,731,312 while the 2007 is
$1,762,263 The number that has changed dramatically is the recorded number
shown on line 14. During the last test year the recorded was a positive $562,552,
while the current test year is a negative $749,856. Using accrual accounting it is
possible to have one 12-month period with a negative number and another period
with a large positive number. This is why the Company believes that using a
relatively large (10-year) period of actual claims paid rather than recorded accrual
periods is the appropriate method to establish a normalized level for a potential
volatile year~to-year expense. In the last rate case the required adjustment was
$1 ,168,760 since the recorded number was a positive $562,552. in the current case,
the $2,512,119 adjustment to recorded expense appears to be significantly larger
when in fact the end result ($1,762,263) is only $30,951 ($1,762,263 - $1,731 ,s12)
larger than the last rate case.
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SOUTHWEST GAS CORPORATION

ARIZONA

FOURTEEN YEAR HISTORY OF LIABILITY CLAIMS
FOR AMOUNTS LESS THAN ONE MILLION AND TEN MILLION AGGREGATE PER YEAR

DOCKET no. G-01551A-04-0875

RESPONSE TO STAFF-13.14
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Paiute So. Ca. No.Ca. So. Nv. No. Nv. Arizona Syst Allow. Total

Claim

1991 $ 30,262 $ $
3,000

Less Than $1,000,000 Self-Insurance Per
s 154,750 s 85,568 $

583,500 293,000
36,000 252,813

S

65,000
100,000
43,500

285,000
50,000
79,644

716,732 $
116,396
407,500
35,000
96,183

255,998
618,384

1 ,494,253
37,545

es,645

123,755

6,250
18,125

256,333
208,215
415,093

195,000

997 , 312
995 , 896
696, 313
100 , 090
481, 183
423 , 143
698, 028

1 ,e18,008
300, 128
421 ,341

1,124,548
400, 000
176, 491
125,500

8,557,891
$ 30,262 $

100,000

50,000

381,500 $ 4,

609,455
400,000
95,491
33,000

925,937 $ '187,400 $

1991 $ $ $

31,000
92,500

24,375 $ 2,072,392 $ 956,025 s

$1,500,000 Self-Insurance Per Claim
$ $ $ $ s

2,000,000

1,000,000

1,000,000

1 ,000,000
1,000,000
2,000,000

1 ,000,000

1 ,000,000

0
0

2,000,000
0

1,000,000
1,000,000
1,000,000
3,000,000

0
1,000,000

0
1,000,000

0
0

0 $ 10,000,000
$ 0 $

1991 $ $

0 $ 0 S 1,000,000 $ 1,000,000 $ 8,000,000 S
$10 Million Agregate above $1,000,000 Self-insurance Per Claim

$ $ $ s $
$

18,800,000

185,500

6,300

991 ,500

1,898,000
2,726,000
1,740,000

0
0

18,800,000
0

185,500
1 ,898,000
2,726,000
1,746,300

0
991 ,500

0
0

10,000,000
0

0 $ 36,347,300
94

$ 0 $ 0 s 0 $ 185,500 $

10,000,000

997,800 $ 35,164,000 $

STF-13.14 Inc. and Dam W-P Aug 2004 TYE Filed 14 Yr Avg.xls WP Adj10 Sh2
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STF-13-14
Sheet 5 of 8SOUTHWEST GAS CORPORATION

ARIZONA

FOURTEEN YEARHISTORY OF LIABILITY CLAIMS

FOR AMOUNTS LESS THAN ONE MILLION AND TEN MIICLION AGGREGATE PER YEAR

DOCKET no. G-01551A-04-0876

RESPONSE TO STAFF-13.14
|

Paiute So. Ca. No. Ca. So.Nv. Arizona Syst Allow. Total

1991 S $ $

No. Nv.

Less Than s1,000,000 Self-lnsuranze Per Claim
$ $ $ $ $

65,000
100,000
43,500

285,000
50,000
79,644

35,000
98,183

255,998
518,384

1 ,494,253
37,545

63,545

123,755
6,250

18,125
256,333
208,216
415,093

195,000

0
0
0

100,000
481,183
423,143
698,028

1,518,008
300,128
421 ,341

1,124,548
400,000
175,491
125,500

5,868,370$ 0 s

100,000

50,000

358,500 $

609,455
400,000
95,491
33,000

3,685,309 $ 187,400 $

1991 $ $ $

31,000
92,500

24,375 $ 1,288,142 $ 324,644 $
$1,000,000 Self-Insurance Per Claim

$ $ s $ s

1,000,000

1,000,000

1,000,000
1,000,000
2,000,000

|
1

i
2002

1,000,000

1,000,000

s 0 $ 0$

0
0
o
0

1 ,000,000
1 ,000,000
1 ,000,000
3,000,000

0
1 ,000,0D0

0
1 ,000,000

0
0

8,000,000

1991 $ $

0 $ 0 s 1,000,000 $ 1,000,000 $ 6,000,000 $
$10 Million Agrsgate above $1,000,000 Self-Insurance Per Claim

$ $ $ $ $ $»8
I 1993

185,500

6,300

991,500

1,898,000
2,726,000
1 ,740,000

10,000,000

0
0
O
o

185,500
1,898,000
2,725,000
1,746,300

0
991,500

0
0

10,000,000
0

. -0 -$ 11,547,=00
)4

$ 0 $ 0 s 0 $ »185,500 $ --997,800 $- 16;364,000 $

STF-13.14 Inc. and Dam W-P Aug 2004 TYE Staff Surrebutal 10 Yr Avg.xls WP Adj10 Sh2
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313-015
SOUTHWEST GAS CCRPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551 A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-15:

Injuries and damages. Refer to Bob Mashas' rebuttal testimony at page 5, lines
25-27: This exercise is necessary to calculate a ten-year average that is reflective
of a level of expense that will be incurred during the rate effective period. (A) Does
the Company agree that the objective of this rate case is to derive a level of
expense that will be incurred during the rate effective period? If not, explain fully
why not. (B) Does the Company agree that a backward-looking period which
contained an extreme event - the cost of the May 2005 gas leak fire - might not
always be the best way to derive a level of expense that will be incurred during the
rate effective period? If not, explain fully why not. (C ) Please clarify exactly what
is the rate effective period referred to on page 5, line 27. identify the years and
months in such rate effective period.

Respondent: Revenue Requirements

Response:

(a) Please reference the Company's response to Staff Data Request No. STF-
13.14 (d)-

(b) The Company disagrees. Please reference the Company's response to Stay'
Data Request No. STF-13.14 (d).

(C) The rate effective period is the time that the rates pursuant to this proceeding
are in effect. The Company anticipates the rates pursuant to this proceeding to be
in effect during the fourth quarter 2008 and be in effect for at least three years.
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313-016
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551 A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G~01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-16:

Injuries and damages. Refer to Mr. Mashas' rebuttal testimony at page 6, lines 3-
7. (A) Please identify the cost of the additional layer of insurance. (B) Would the
cost of that additional layer of insurance be borne by ratepayers as a result of the
SWG recommendation in the current rate case? If not, explain fully why not. (C)
Based on SWG's understanding, would the cost of that additional layer of
insurance be borne by ratepayers as a result of the Staff's recommendation in the
current rate case? If not, explain fully why not.

Respondent: Revenue Requirements

R8SDOflIS82

(a) The cost of the $5 million buydown from the $10 million aggregate (expense in
any given plan year above the $5 million aggregate up to the $10 million) cost
$1 ,500,000 and is included in System Allocable insurance expense.

(b) Yes.

(c) Yes.
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SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551 A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARlZONA CORPORATION COMMISSION
MAY 13, 2008

Recluest No. ACC-STF-13-17:

Injuries and damages. Is Mr. Mashas attempting to shift the cost of the May 2005
gas leak fire from (1) a system allocated self-insured amount, to (2) an Arizona
direct self-insurance amount? If so, explain fully how that would be consistent with
Southwest's direct filing.

Respondent: Revenue Requirements

Response:

For ratemaking, Southwest treats all self-insured amounts (self-insured retentions
and aggregate amounts) as System Allocable. However, for accounting purposes
Southwest charges the rate jurisdiction where the incident occurred up to the $1
million self-insured retention. The `aggregaté Portion of self-insurance is accounted
for as System Allocable regardless of the rate jurisdiction where the event
occurred. The aggregate portion of self-insurance is not jurisdictional specific. In a
given plan year, one or more incidents, from multiple jurisdictions, can use up the
current $5 million aggregate. Once the aggregate is reached, all additional
amounts, from one or more incidents, or rate jurisdictions, would be indemnified by
insurance carriers. The payment of the up to $1 million is the responsibility of the
Company and the amounts above the $5 million is the' responsibility of the
insurance carriers. For both accounting and ratemaking, it is appropriate to treat
the aggregate amounts as System Allocable.

Since the establishment of the aggregate component of self-insurance, the May
2005 incident was the only event where the aggregate component was used and
accounted for as a System Allocable amount. Prior to the establishment of the
aggregate component of self-insurance August 1, 2o04, all expense above the $1
million self-insured retention was indemnified by the Company's insurance carriers
and therefore, not recorded on the Company's books, Thus, the need to restate
history to reflect a reasonable level of aggregate self-insurance that would be
expected during the rate effective period.
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SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551 A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551 A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-19:

Injuries and damages. (A) As of its rebUttal filing, what amount of expense is
Southwest claiming for injuries and damages? Show in detail how that amount is
derived. (B) As of its rebuttal filing, what amount of expense is Southwest claiming
for the self~insurance portion of injuries and damages? Show in detail how that
amount is derived.

Respondent: Revenue Requirements

Response:

(a) Please see the response to Staff Data Request STF-1-53(2). For Account 923,
Outside Sen/ices, Arizona direct the recorded $768,490 should be increased by
$300,000 to $1,068,490. For Account 925, Injuries and Damages, Arizona Direct
the recorded $406,029 should be decreased by $300,000 to $106,029. Schedule
C-2, Adjustment No. 10, Line 13 (f) is a negative $558,765 and should be changed
to a negative $858,765.

(b) As of its rebuttal filing the Company is proposing to adjust, by $2,512,119, the
recorded self-insured component of the injuries and damages expense. This
amount is modified to reflect the accounting error referred to in the direct testimony
of RUCO witness Rodney Moore and shown on RUCO Schedule RLM-8
Adjustment No. 2. Attached is a file that calculates the Company's revised
Adjustment No. 10, which includes the impact of the $300,000 adjustment.
Company witness Randi Aldridge also addresses this issue in her rebuttal
testimony.

The accounting error occurred in June 2006. An adjustment to Arizona direct self-
insurance was erroneously credited $300,000 to Account 923 thus understating
that account. The $300,000 should have been credited to Account 925, Injuries
and Damages, Arizona direct thus reducing the recorded Arizona direct from a
minus $558,765 to a minus $858,765.
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SOUTHWEST GAS CORPORATION
ARIZONA

SELF-INSURED RETENTION NORMALIZATION
(TEN YEAR AVERAGE $5.0 MILLION AGGREGATE)

ADJUSTMENT no. 10 INCLUDING MAY 2005 ACCIDENT AND $300,000 RECLASS
RESPONSE TO STF-13.13

Line
No. Description

(3)

Reference
(b)

Allocation
Percent

(C)

System
Allocable

(d)

10-Year
Tote I
(d )

Total
Arizona
Accrual

(e)

Line
No.

WP C-2, Adj. 10
1
2
3
4
5

Claims Paid
< $1 ,000,000
At $1 ,000,000
> $1,000,000 < $5,000,000

Total Claims Paid
10 Year Average

$ 7,398,138
8,000,000

16,953,879
$ 32,362,017

s Less FERC Allocation @ 3.96% C-1, sh 18 3.95%

7

1
2
3.
4

$ 3,238,202 - 5

(128,154) 6

s 3,108,048

$ 1,762,263

7

88

System Allocable

Arizona 4-Factor c-1, sh 19 56.70%

c-1, sh 18
200,000

(7,920)
192,080

g
10
11
12

g
10
11
12 c-1, sh 19

s
3.95%

s
55.70%

100.00%
100.00%13

14

Recorded Amounts
Less FERC Allocation @ 3.96%

Net System Allocable
Arizona 4-Factor
Arizona Direct (Reclass from Acct 923)
Arizona Direct
Total Recorded Arizona

$ 108,909
(300,000)
(558,765)

s (749,B5S)
13
14

15 Total adjustment including May 2005 incident and $300,000 declass. $ 2,512,119 15

STF-13.19 Inc. and Damages Including $300,000 Redass.xlSch. C-2, Adj. No. 10
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SOUTHWEST GAS CORPORATION
ARIZONA

TEN YEAR HISTORY OF LIABILITY CLAIMS
ADJUSTMENT no. 10 INCLUDING MAY 2005 ACCIDENTAND $300,000 RECLASS

RESPONSE TO STF-13.13

Line
No. Year

(a)" .

Paiute

(b)

So. Ca.

(c)

No. Ca.
<d)

So. Nv.
(G)

No. Nv.

(f)

Arizona
(Q)

Total

(i)

Line
No.

Less Than $1,000,000 Self-Insurance Per Claim
450,384

1,494,253
37,545

123,755
6.250

18,125
256,333
208,216
415,093

195,000
100,000

50,000

27,500

31 ,000
92,500

342,000 17,500

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2006
2007

Acctg. Reclass

450,384
1,518,008

300,128
421,341

1,124,548
400,000
175,491
653,000
555,500

1,853,678
(300,000)
134,060

7,398,138

1
2
3
4
5
6
7
8
9
10
11
12
13

1
2
3
4
5
6
7
8
9
10
11
12
13 $

5,001
0 $ 177,500 $ 24,375 $ 1,350,143 $ 195,000 $

$1,000,000 Self-insurance Pe

609,455
400,000
95,491

560,500
179,500

1 ,853,678
(300,000)
129,059

5,509,865 $

r Claim
1 ,000,000
2,000,000

141,255 s

1 ,000,000

1 ,000,000

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

1,000,000

1,000,000
0

1,000,000

14
15
15
17
18
19
20
21
22
23
24
25

14
15
16
17
18
19
20
21
22
23
24
25 $ o$ 0$

.1,000,000
3,000,000

O
1,000,000

0
0

1,000,000
0

2,000,000
0
0

8,000,0000  $ 0  $ 1,000,000 $ 2,000,000 s 5,000,000 $
$5 Million Agregate above $1,000,000 Self-Insurance Per claim

2,726,235
1,739,8708,272

991 ,502

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

I

5,000,000
1,500,000
5,000,000 I

2,726,235
1 ,746,142

0
991 ,502

0
0

5,000,000
1,500,000
5,000,000

0
0

0  $ 16,963,879

2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3

3 4

3 5
3 6
3 7

2 8
2 7
2 8
2 9
3 0
31
3 2
3 3

3 4

3 5
3 6
3 7 $ 0  $ 0  s 0  s o  $ 997,774 $ 15,985,105 s

38 Total $ 0  $ 177,500 $ 24,375 s 2,350,143 $ 3,192,774 $ 26,475,970 s 141,255 $ 32,362,017 38

[1] Amounts for 1997 (May-December) and 2007 (January-April) are a partial year; 1998 through 2006 are based
on calendar year amounts.

STF~13.19 Inc. and Damages Including $300,000 Reclass.xls WP Adj10 Sh2
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313-020
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-18-20:

Injuries and damages. FtefertoMr. rvtash'as' Q7A.14. (A) Was the'cost' of the May
2005 gas leak fire known when the Commission issued Decision No, 684877. If so,
please provide the documentation showing that that cost was known at that time.
(b) Isn't the unprecedentedly large cost resulting from the May 2005 gas leak fire
something that has changed, which the Commission should take into consideration
in the current SWG rate case to determine an expense that would be
representative of the rate effective period? If not, explain fully why not.

Respondent: Revenue Requirements

Response:

(a) The ACC Safety Division was informed telephonically of the incident within
hours of its occurrence. The Safety Division conducted a year long investigation of
the incident and concluded that no non-compliance issues were noted. Attached is
a copy of the ACC Pipeline Safety Section report on the incident. Also attached is
the Company's June 16, 2005 copy of the US DOT Form RSPA F 7100.1 filed with
the ACC Safety Division. in addition is a copy of the report filed with the us DOT
on June 17, 2005. Also attached is a copy of the relevant pages of the SEC Form
10Q the Company filed on August 9, 2005 which included details on the incident.
The Company also included detail of the incident in its 2005 SEC 10K and its 2005
Annual Report to Shareholders, attached are copies of the relevant pages detailing
the occurrence and possible dollar impact. The hearing pursuant to the last general
rate case commenced on October 3, 2005, with Commission ruling on the case in
February 2006. Based on these public filings, in addition to the Company's same
day notification to the Safety Division of the accident, there is reason to believe that
the Commission was aware of the May 2005 incident. The incident occurred after
the test year and was not subject to the establishment of injuries and damages
expense in that proceeding. However, it was an example of an incident where the
$10 million aggregate was actually met, which added validity to the January 2008
incident that was valued as $10 million in the Adjustment No. 10 in that proceeding.

(b) Please refer to the Company's response to Staff Data Req. No. ACC-STF-
13.14 (d)-
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C O M M I S S I O N E R S
JEFF HATCH-MILLER - Chairman

VWLIJAM A MUNDELL
MARC SPITZER
MIKE GLEASON

KRISTIN K. MAYES

Docket No. G~01551A~07-0504
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Page '8=.?A§3c, M¢NEIL
Executive Secretary

A R I Z O N A  C O R P O R A T I O N C D M M I S S I O N

April 21, 2006

CERTIFIED MAIL
Ms.  D ebr a  Jacobson
Ma n a g e r  o f  R e g u l a t o r y  A f f a i r s
Sou thw est  G as  C orpora t ion
5 2 4 1  S p r i n g  Mo u n t a i n  R o a d
Las  V egas ,  N evada  89193- 8510

RE: I N C I D E N T 1841  S ou th  C ampbe l l  A venue ,  T ucson ,  A r i zona

Dear Ms. Jacobson :

T h e  A r i z o n a  C o r p o r a t i o n  C o m m i s s i o n ' s  ( C o m m i s s i o n )  O f f i c e  o f  P i p e l i n e  S a f e t y  h a s  t h e
r espons ib i l i t y  t o  en fo r ce  t he  A r i zona  R ev i sed  S ta tue  S ec t i on  40 - 4 - 41 .  T he  C ommiss ion  has  adop ted
T i t l e  49 ,  C ode  o f  Feder a l  R egu la t i ons ,  P a r t s  191 ,  192 ,  199 ,  40  and  the  A r i zona  A dmin is t r a t i ve  C ode
R - 1 4 - 5 - 2 0 2  a n d  R 1 4 - 5 - 2 0 3  a s  t h e  m i n i m u m  s t a n d a r d s  f o r  t h e  t r a n s p o r t a t i o n  o f  n a t u r a l  g a s  b y
p ipe l ine ,  Southw est  G as C orpora t ion  (SWG )  is  t r anspor t ing  na tu ra l  gas  and  is  requ i red  to  meet  these
m i n i m u m  s t a n d a r d s .

L a r r y  A y e r s  o f  t h e  C o m m i s s i o n ' s  O f f i c e  o f  P i p e l i n e  S a f e t y  c o n d u c t e d  a  s p e c i a l i z e d
i n s p e c t i o n  a t  1 8 4 1  S o u t h  C a m p b e l l  A v e n u e ,  T u c s o n ,  A r i z o n a . M r .  A y e r s  w a s  a s s i g n e d  t h i s
i n ve s t i g a t i o n  o n  M a y  2 7 ,  2 0 0 5  o t t e r  a  t e l e p h o n i c  r e p o r t  f r o m  S W G  i n d i ca t e d  t h a t  a n  e xp l o s i o n  a n d
f i r e  h a d  o c c u r r e d  a t  t h e  a p a r t m e n t  c o m p l e x  n o t e d  a b o v e .  T h e  c a u s e  o f  t h e  e x p l o s i o n  a n d  f i r e  w a s
n a t u r a l  g a s  l e a l d n g  f r o m  a  b u r i e d  m a i n  i n  d i e  a l l e y  b e h i n d  t h i s  f a c i l i t y .  N o  n o n - c o m p l i a n c e  i s s u e s
were noted as a resul t  o f  th is  invest igat ion.

T h a n k  y o u  f o r  y o u r  c o n t i n u e d  i n t e r e s t  i n  p i p e l i n e  s a f e t y .  S h o u l d  y o u  h a v e  a n y  q u e s t i o n s
regard ing  th is  mat te r ,  you  may con tac t  R ober t  M i l le r  a t  ( 602)  262-5601.

Sincerely,

A l a n  B o h n e n k a m p
C h ie f  o f  P ipe l i ne  S a fe t y
P ipe l ine  Sa fe ty  Sec t ion

AB:RW:vbg

ElllC]OSUII€SI

C C :  R o b e r t  C l a r i l l o s
Jason  G e l lman

12oo WEST NASHINGTUN STREET; pHoer4DLARIZONAssuor-2927 IsmWEST CONGRESS STREET: TUCSON, ARaZONA857914347

www.cc .  s tate.  az.  us
Safety/lncidendnvcstigation/PL2D05-000I/CovcrLsn:r.doc

r
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PL2005-0228
1841 SOUTH CAMPBELL AVENUE, APT. #2

TUCSON, ARIZONA
PROBABLE NON-COMPLIANCES

There were no probable non-compliances noted as a result of this 'incident.

Safety/Incidcntlnvestigation/1841 SCampbe1¥3'4vcApt2/PmbNonComp.doc
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ARIZONA CORPORATION COMMISSION
PIPELINE SAFETY STAFF
INVESTIGATIVE REPORT

MAY 2'7, 2005
1841 SOUTH CAMPBELL AVENUE

APARTMENT # 2
TUCSON, ARIZONA
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Safctyfincidcntlnvestigalionsl I841 SCa1npbellAv:Apt2.doc
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SYNOPSIS

On May 2.7, 2005, at approximately l6:55 p.1n., the Arizona Corporation
Commission's Office of Pipeline Safety (OPS) was notified by Southwest Gas
Corporation (SWG) of an explosion at 1841 South Campbell Avenue, Tucson, Arizona, a
duplex apartment. Larry Ayers (OPS) was assigned to investigate this incident.

The cause of the explosion was natural gas leaking tom a two inch (2") PE main
owned and operated by SWG. The main was operating at 60 PSIG, when the explosion
occurred. The maximum allowable operating pressure (MAOP) of this section of main is
60 PSIG. A rock in contact with the main at the 6 o-clock position caused a crack 1.5
inches in length. The gas migrated approximately 20' from the gas main in the alley to
the residence. The explosion caused damage to both apartments, (Numbers 1 and 2), in
dlis duplex..

There was one individual injured, a resident of Apartment Number 2. He was
transported to Saint Mary's Hospital for emergency treatment and admitted.

5

Safety/Investigations/InddcnL§//184lSCampbcllAvcApt2/Synopsis.doc
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STATEMENTS OF FACT

1. Southwest Ga Corporation (SWG) was noticed on May 27, 2005 at 15:52 p.m.
of an apparent gas explosion at 1841 South Campbell Avenue Apamnent #2,
Tucson, Arizona.

2. The cause of the explosion was natural gas lealdng from the gas main
approximately twenty feet (20') from the outside wall of the residence at 1841 S.
Campbell.

3. SWG system maps showed several types of piping material in this alley where
this incident occurred.

4. The rnasdmurn allowable operating pressure (MAOP) for the two (2) inch PE
main was 60 PSIG.

5. The operating pressure of the distribution pipeline system at die time of the
incident was 60 PSIG.

6. The tenant, Arnold H. Valenzuela was transported and admitted for emergency
treatment at Saint Mary's Hospital with extensive bums

7. The explosion and foe caused extensive damage to both apartments in this
duplex.

8. The gas was shut off by squeezing the two (2) inch PE main just east of
Barleycorn Street.

9. The leak was the result of rock impingement of the two (2) inch PE main at the 6
o'clock position, causing a crack approximately 1.5 inches in length.

10. The isolation of the distribution pipeline system resulted in the outage of natural
gas service to 28 customers.

11. The riser at 1841 South Campbell had a reading of 92% gas.

12. The two inch (2") PE main was manufactured by Dumont (ADLYL-HD) and
installed by SWG in 1981.

Safety/lncidcntlnvcstigations/I84 I SCampbcllAvr.:Apt2/Staicmcntoiihctidoc
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INVESTIGATION REPORT

On May 27, 2005, Southwest Gas Corporation (SWG) was contacted by The City of
Tucson Fire Department, (TFD) of a natural gas (gas) explosion that occurred at a duplex
apartment located at 1841 South Campbell Avenues Apartment No. 2, Tucson, Arizona. SWG
responded a.rriv'u1g on scene at 4:14 p.rn. The Arizona Corporation c9mmi55ion's'Uftic6 of
Pipeline Safety (OPS) was noticed at 4:55 p.rn by (SWG) of the explosion with one person
injured and transported to the hospital for emergency treatment. Larry Ayers was assigned the

investigation.

SWG crews givingon scene began conducting leak surveys to establish the presence of
gas and then to determine the size of the gags spread. A reading of 92% gas was noted at the
service riser to Apartment No. 2. SWG crews exposed die two inch (2") gas iain riortli of
Barleycorn Street and with squeeze off equipment controlled the flow of gas to the incident site
at 6:22 p.rn.

The explosion and fire caused extensive damage to the duplex apartment. One resident
was injured. Mr. Arnold H Valenzuela, the tenant of Apartment No. 2, was blHIDcd m the
explosion. He was transported and admitted to Saint Mary's Hospital for emerg€H°Y treatment.

The gas leak was determined to be on the 2" gas main located east of 1841 South
Campbell in the alley. The gas had migrated from the main in the alley to the structure at 1841
South Campbell. The cause ofdme leak was rock impingement at the 6 o-clock position of the 2"
Polyethylene ALDYL HD pipe. The impingement caused a 1% inch crack. SWG system
mapping identified several types of piping material in this section of the alley where the gas leak
occurred.

The maximum allowable operating pressure (MAOP) for this 5egIn8I1I of the gas

distribution system is 60 PSIG. At the time of the explosion the operating pressure was 60
PSIG.

SWG personnel conducted be hole leak surveys starting at 4:30 p.m. O11 May 27, 2005
continuing until June 8, 2005. Daily leak surveys of the ALDYL HD pipe in the general area
commenced on May 29, 2005 and continued until June 15, 2005.

June 15, 2005, SWG and Arizona Pipeline finished replacing all the ALDYL HD,
ALDYL "A" main and other types of piping material in the alley behind 1841 South Campbell
Avenue. The 2" main where the leak occurred was installed in 1981. The service line to
Apartment No. 2 was installed in 2002 when the building was upgraded.

Visual inspections of the easting backfill indicated that a "sandy type soil" was used as

bedding and shading as required by Arizona Administrative Code R14-5-202 co) when the 2"
main was installed in 1981. The native soil in the area was very rocky.

- 1 ._

Safety/Incidentlnvestigations/1841SCampbellAvcApL2/1nvestiga£ionReporL doc
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CONCLUSION

Southwest Gas Corporation (SWG) received initial notification of this incident
from the Tucson Fire Department and began arriving on site at 4:14 p.m. The natural gas
leak was secured using squeeze off tools at 6:22 pm. There was one indiwldual injured,
transported and admitted to Saint Mary's Hospital for emergency treatment. The actions
taken by the Tucson Fire Department and SWG led to the safe control and termination of
this natural gas leak.

The cause of the natural gas main failure was rock impingement. A rock
contacting the main at the six (6) o-clock position caused a one and a half inch (1 %")
crack. The soil condition 'm this area was rocky (river rock) but visual inspection of the
backfill around die pipe was a sandy type soil indicating that the native soil was not used
as backfill. The gas migrated from the crack in the main through the soil to the duplex
where it was ignited, causing the explosion.

The maximum Allowable Operating Pressure (MAOP) of due main is 60 PSIG.
The operating pressure at the time of the explosion was 60 psig.

SWG and Arizona Pipeline crews replaced all of the ALDYL HD, ALDYL "A",
as well as other types of piping material in the alley directly behind the incident site. The
main where the leak occurred was installed in 1981. The service line to 1841 South
Campbell was replaced in 2002 when the building was upgraded..

As a result of this investigation, Arizona Corporation Cornrnission's Office of
Pipeline Safety (OPS) concludes that there were no probable noncompliance issues that
contributed to the cause of this incident.

Safety/Incidcntlnvestigationll l84 I SCampbcllAveApt2/Conclusion.doc
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June 16, 2005 HAND DELIVERED ON 06/16/05

Arizona Corporation Commission
Mr. Alan Bohnenkamp
Interim Chief, Pipeline Safety
2200 N. Central Ave Suite #300
Phoenix, AZ 85004

I

Dear Mr. Bohnenkamp:

1841 South Campbell Ave Units 1 & 2 - Tucson, Arizona
May 2722005

Attached is a copy of the written report for the incident that occurred in
Tucson, Arizona, as reported by telephone to your office on May 27, 2005.
(Note: The original report has been forwarded to DOT, as it has met their
reporting requirements). Please reference the attached report for details
related to this incident.

PleaSe contact Vern Sullivan at (520) Z94-6034 if you have any
questions regarding this incident. '

Sine r

Ra dy Ortlinghaus
D' actor, Gas Operations

attachment

C R. Clarillos
G. Denis
D. Jacobson
J. Kane
G. Clark

J. Schmitz
R. Smith
v. Sullivan
J. Wunderlin

RE:

3401 East Gas Road I Tucson, Arizona 85714-1994
P.O. Box 26500 / Tucson, Arizona 85726-6500 / (520) 889-5600

vwvw.swgas.com
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Important: Please read the separate instructions for completing this tom before you begin. They clarify the information

requestecland provide specific examples. If you do not have a copy of the instructions, you can obtain one from the
Office Of Pipeline Safer}/Web l?age..at.httu;//ons.dot. gov.

/
/

/
/

/
/

I1/5 I 5 / 2 /
hr,

z. Time and date of the incident

I0/5/ I2/7/ I0/5/
month day year

5. Consequences (check and complete all that apply)
a. Fatality NIA Total number of peoplez /

Employees: l l l I General Public: l

Non-employee Contractors: / l / l

b. x Injury requiring inpatient hospitalization

/
/ 1 //

e.

I

3. Incident Location

a. 1841 South Campbell Avenue. Units 1 & 2
Street or nearest street or road

b. Tucson, Pima
City and County or Parish

c. Arizona' 85713
State and Zp Code

d. Laiilude:I3/2/_/2/0/0/0/1/3 Longitudez-/1/1/0/./9/413/0/9/1/
WM available, see in Wons for how to provide specific location)

e. Class odEon d%MpUon
O Class 1 O Class 2 O Class 3 O Class 4

f. Incident on Federal Land O Yes O No

4. Type of leak or rupture

® Leak: OPinhole O&nnedon Failure (complete sec. F5)

O Puncture,diameter or cross section (inches) back of 1.5

O Rupture (if applicable):
O Clrcumferential - Separation

O Longitudinal

- Tear/Crack, length(inches)

- Propagation Length, total, both sides (feet)
O N/A
O Other: I0/5 /

year

PSllGso.

psig

Total number of people: / / 1 /

Employees: I I / / General Public: I

Non-employee Contractors: I I / I

c. x Property damagehoss (estimated) Total 5 225,000.00

Gas loss S 0 operator damage$ 25,000.00

Public/private propertydamageS 200.000.00

d. x Gas ignited ®Explosion O No Explosion

Gas did not ignite O Explosion ONo Explosion

f. x Evacuation (general public only) I / / 4 / people

Evacuation Reason:
O Unknown
®Emergency worker or public official ordered, precautionary
OT1veat to the public
OCompany policy

6. Elapsed time until area was made safe:

/ I 2 / hr. I 3 / o l min.

7. Telephone Report

760-206 I 0 / 5 / I 2 / 7 /
NRC ReportNumber tnonlh day

8. a. Estimated pressure at point and time of incident

60 PSIG

b. Max. allowable operating pressure (MAOP):

c. MAOPestablished by:
® Test Pressure 100
O 49 CFR § 192. 619 (a)(3)

-vv\=1"* .. |*-
. :1}"

. -  . . . . .. - .. . . . . .1 , I
"2'.y'lla. . _ . ' . . , ; ;»18132u
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VemonSullivan Snedallst/Comdiance
(type or print) Prepares Nameand Tale

(5201794-6034
Area Code and TelephoneNumber

.com (5201794-5034
Area Gods and FacsimileNumber

l - .

Vemon.s I
Pre

Numbersignafunu.: I
.» n 38 s' [520]794-5053

Area Code and TeI 9 1

Randy Ortlinohaus DirectoriGas Ooemlions
(type or print) Name and Tltie

Form Approved
STF-13-20

»~w1¢>w7-r>#S""'10 of 22
NGTICE This report iS required by49 CFR Part 191. Failure to report can resin in a civil penalty not in exceed $100,000 for each vi0laiion

wadi Dav the violation cunfjnues up to a maximum of $1 ,000,000 for any related series of violations as provided in 49 U§C.$Q12Z

U.S. Deparirlwenl d Txaxsponatldn
Researchind Special Programs
Adhiulstrsliun

INCIDENT REPORT - GAS DISTRIBUTION SYSTEM

Check: X Original Report U Supplemental Report D Final Report
1. Operator Name and Address

a. Operator's 5-digit Identification Number/ 1 / B / 5 I a / 6 /

b. If Operator does not own the pipeline. enter Owners 5-digit ldentiicaiion Number I

c. Name bf Operator Southwest Gas

a. Operator street address p. o. Box 98510

e. Operator address Las Vegas_ Clark. Nevada 89193-8510
City, County or Parish, State and Zip Code .

/ / l / /

F°r4 RSPA F 7100.1 (03-05) Reproduction afthisform iv permitted Page 1off



Important There are 25 numbered causes in this section. Check the boy to the /ff' of the primary
cause of the incident Check one circle in each of the supplemeNtal items to the right of or below
the cause you indicate. See the instructions for this form for guidance.

F1 _ CORROSION N/A

External Corrosion1.

If either F1 (1) External Corrosion, or F1 (2) Internal Corrosion is checked, complete all subparts a - e.

a. Pipe Coating b. Visual Examination c. Cause of Corrosion
O Bare O Loeanzed Pitting O Galvanic O Stray Current
O Coated O General Corrosion O Improper Cathodic Protection
O Unknown O Other. O Microbiological

O Other.

/

Internal Corrosion2.
/ / months/ I / y ears  /

e. Was pipe previously damaged in the area of corrosion?
O  N o O Yes O Unknown How long prior to incident: l

: d. Was corroded part of pipeline considered to be under cathodic protection prior to discovering incident?
: O  N o O Yes O Unknown Year Protection Started: / / I I

F2 _ NATURALFORCES MG

O Landslide O Other:O Subsidence

O Flotation

O Frost heave

O Mudslide O Scouring O Other:

O Frozen components O Other:

Describe in Par! G

s . Earth Movement =:~ O Earthquake

4. Lightning

5. , Heavy RainslFloods: O Washouts

6 . Temperature :> O Thermal stress

7 . High Winds

FT -_ EXCAVATION N/A

B. Operator Excavation Damage HncluWng their contractors) I Not Third Party

9. Third Party Excavation Damage (complete a-d)
a. Excavator group

O General Public O Government OExcavator other than Operator/subcontractor
b.Type: O Road Work Opipeline O Water O Electric O Sewer O PhoneICableJFiber O Landowner O Railroad

O Building Construction O Other
c. Dld operator get prior notification of excavation activity?

O No O Yes : Date received: / I / mo. / I I day / / I yr.
Notilicatiun received from: O Une Call System OExcavator O General Contractor O Landowner

d. Was pipeline marked?
ONo O Yes (if Yes, Meek applicable items r- iv)

i. Temporary markings: O Flags O Stakes O Paint
Ir. Permanent markings: O Yes .O  N o
iii. Marks were (check one) O Accurate O Not Accurate
iv. Were marks made within required time? O Yes O No

F4 _ OTHER OUTSIDE FORCEDAMAGE MLA

l o . FireIExplosion as primary cause of failure => FirelExplosion cause: O Man made O Natural

11. Car, truck or other vehicle not relating to excavation activity damaging pipe

12. Rupture of Previously Damaged Pipe

13. Vandalism

STF-13-20

Sheet 11 of 22

1. Incident occurred on
@Main O Meter Set
O Service Line O Other:
O Pressure Limiting and Regulating Facility

3. Material involved (pipe, Efting,l8PQ3t9eN§9f§;f617@~5l?)'\-U7'0504
Q Steel Attachment RCS-8

O CasWvrought Iron page as of 83

CO Pdyethelene Plastic (complete all items that apply in a-c)

O Other Plastic (complete all items that apply in a~c)

Pfastic failure was: 0 a.ductile x b.brittle E] c.jointfailure

O Other material:

2, Failure occurred on
G) Body of pipe
O Joint
O Other:

O Pipe Seam

O Component

4.Year the pipe or component which failed was installed: / 1 /  9 /8 / 1/

I 2 / . / 0 / O l in.

I . / 2 / 1 / 6 / in.

SMYS / I / / / / I

1. Area of indderat
O Under pavement
® Under ground
O Inside/under building

O In open ditch

O Above ground

O Underwater

O Other:

2. Depth of cover: 28 inches

1. Nominal pipe size (NPS)

z Wall thickness

3. Spedr'ication ASTM D 2513

4. Seam type N/A

5. Valve type N/A

s. Pipe or valve manufactured by DuPont in year/i I9/8 /1 /

Form RSPA F 7100.1 (03-os ) Page 2d3



O Olhert

O Other.

FT _ EQUIPMENT OR OPERATIONS L M
20. Malfunction of Control/Relief Equipment => O Valve O Instrumentation O Pressure Regulator

21. Threads Stripped, Broken Pipe Coupling => O Nipples O Valve Threads O Mechanical Couplings

22. Leaking Seals

o Other:

/

I

I

I

I

23. Incorrect Operafion
a. Type: O Inadequate Procedures O Inadequate Safety Practices O Failure lo Follow Procedures

b. Number of employees involved in incident who failed post-incident drug test: I I I I Alcohol test/ I

c. Was person involved in incident qualified per OQ mle? O  Yes O  N o d. Hours on duty for person involved:

See Part G

FT _ OTHER

24. x NHscellaneous, describe:

25. Unknown

Investigation Complete
x Still Under Investigation (submit a supplemental report when investi93ff0" is complete)

t F5 _ MATERIAL OR WELDS _FLA

Material

14. El Body of Pipe
15. El Component

16. El Joint

W eld N/A

17. 1:1 Butt .
18.  D Fi l let

19. 0 Pipe Seam

- -

= >

= >

-

O Dent

O Valve

O Gasket

O Pips- ----O Fabrication

O Brand! o Hot Tap o  m i n g

o LFERW O s A w o Seai11lés5

O HF ERW o  s A w o spiral

O Gouge

O Fitting

O O-Ring

O Wrinkle Bend

O Vessel

O Threads

O Arc Bum

O Repair Sleeve

0 Flash W eid

STF-13-20
Sh t 20fZ2

Dock€l No. G-01551A-07-0504 he 1

Attacher t
o

O Exuudea Outlet o Other

O Fusion O Other

Page 53?8989

O Other:

O Other:

O Other.

O Poor Workmanship O Procedure not followed O Poor Construction Procedures

O Y e s

O  N o

ONo

Complete a-fifyou indicate anycause in part 8

a. Type of failure:

E] Construction Defect =>

CI Material Defect

b. Was failure due to pipe damage sustained in transportation to the construction or fabrication site?

c. Was part which leaked pressure tested before incident oazurred? O Yes, complete d-f, if known

d.Datedf test / / /mo. I / /day / / / yr.

e. Time held at test pressure, I / I hr.

f. Estimated test pressure at point of incident; psIG

{A&ach adcHfionaI sheets as necessary)

1614 hours ,  two apar tment  uni ts  were f ound to be damaged by the repor ted f i re.  A leak inves t igat ion was  in i t iated and.

Brief  Descr ipt ion: . .
At  1552 hours  on May 27,  2005,  Southwes t  Gas  was  not i f ied of  a f i re at  1841 South Campbel l  Avenue.  Upon ar r ival  at

the presence of  gas  was  detec ted below ground.  Gas  control  of  the main and services  in the vic ini ty of  the t i re was

inpat ient  hospi tal izat ion.  Fur ther  inves t igat ion determined that  the leak was  on a 2 '  p0,yet r lylene.main.  T he leak was
due to rock impingement .  There is  a poss ibi l i ty that  previous  th i rd par ty excavat ion in the immediate area was  a

contr ibut ing fac tor to the inc ident.  An invest igat ion is  ongoing.

achieved at  1822 hours  by digging and squeezing,  which resul ted in an outage of  28 serviG€s-  One P€t$0"  required

Form RSPA F 7100.1 (03-05 )
Page 3 of 3
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MCENED

suunlw£sr EHS EUBFDRHTIUII 'JUN 2 2005

saw

June 17,2005

information Resources Manager
Office of Pipeline Safety
Research and Special Programs Administration
u. s. Department of Transportation
400 Seventh Street SW, Room 7128
Washington, DC 20590 . .

Dear Sirs:

Report Date: May212005
No. 760-206
Ignition of Natural Gas - 1841 South Campbell Avenue Units 1 & 2
Tucson, Arizona - May 272 2005

Attached is a written report for the incident that occurred in Tucson, Arizona,
as reported by telephone to your office on May 2Z 2005. Please reference
the attached report for details related to this incident.

Please contact Vern Sullivan at (520) 794-6034 if you have any questions
regarding this incident.

Sincere

R dy Ortiin Aus
rector, Gas Operations

attachment

cf

C A. Bohnenkamp, ACC
R. Clarillos, SWG
G. Denio, SWG
D. Jacobson, SWG
J. Kane, SWG

G. Clark, SWG
J. Schmitz, SWG
R. Smith, SWG
v. Sullivan, SWG
J. Wunderlin, SWG

RE:

3401 East Gas Road / Tue:son,Arizona 85714-1994
P.O. Box 28500 / Tucson, Arizona 85726-6500 / (520) 889-5600

wvvw.swgas.com



;s§:z@ew@ee 41:4
Important: Please read the separate instructions for completing this form before you begin. They clarify the information

requested and provide specific examples. If you do not have a copy of the instructions, you can obtain one from the
Office Of Pipeline Safety Web Page athttp://ons.dot.Nov.

2. Time and date of the incident I
/

I

/

I

/
I1/5/.5/ 2/

hr.
I0/5/

month

10/5/
year

I2/7/
day

3. lnddent Location

/  1  I/

5. Consequences (check and complete all that apps

a. Fatality NIA Total number of people: /

Employees: l I / / General Public: l

Nonemployee Contactors: l / I /

b. x 1n]ury requiring inpatienthospitalization

Total number of people: l / I 1  I

Employees: l I I I GeneraIpubHc: I

Nonemployee Contractors: I I I /

c . x Property damageAoss (estimated) Total $ 225.000.00

Gas loss S 0 Operator damage $ 25.000.00

200.000.00.Publidprivate property damage $

a. 1841 South CamDbell=Avenue. Units 1 & 2
Street or nearest street or,road

b. Tucson, Pima
City and County or Parish

c. Arizona. 85713
State and Zip Code

d. Latitude:8/21./Z/0/0/0/1/3 Longitude:-I1I1/O/./9/4/3/O/9/1
(if not avallable, see instructions for how to providespecilfclocation)

e. Class location description

O Class 1 O Class 2 ®C!ass 3 O Class 4

d. x Gas ignited (9 Explosion O No Explosion

1e. Gas did not ignite Explosion i No Explosion

/4

f. Incident on Federal Land O  Yes  G)  No

4. Type of leak or rupture

G Leak: OPirxhole OConnectior\ Failure (complete sec. F5)

G) Puncture, diameter or cross section (inches)crack of 1.5

O Rupture (if applicable):

O Gircumferentlal - Separation

O Longitudinal

- TearlCrack, length (inches)

- Propagation Length, total, both sides (feet)

O  N /A

O Other.

psfs60

PSIQ

f. x Evacuation (general public only) / l l / people

Evacuation Reason:
O Unknown .
(D Emergency worker or public offal ordered, precautionary

O Threat to the public

O Company policy

6. Elapsed time until area was made safe:

/ / 2  l hr. I 3 1 0 / Min.

7. Telephone Report

750-206 / 0  f 5 / I 2 / 7 / I 0 / 5 /
NRC ReP°f1 Number month day year

a. a. Estimated pressure at point and time of incident:

.60 PSIG

b. Max. allowable operating pressure (MAOP):

c . MAOP established by:

® Test Pressure 100

O49 CFR § 192. 519 (a)(3)

4
4 4@@@ 1@

Vemon Sullivan Soedallsl/Comnllance
(type or print) Prepared's Name and Title

fszm794--6o34
A/ea Code aid TelephoneNumber

q . -: . »-543
9 4 **»;,»;»§;:»»

(5201794-8156
Area Code and FacsimileNumber.com

:. |o . n/ u  n u

d s

Randv OrtlinahausDirector/Gas Operations
( or 'nt) Name and Title 4 honeNumber

05'(520>7944053
Area Code and Te

:spa

demo s I i i
P 3?,

NOTlCE This report is required by 49 CFR Part 191. Failure to :report can resit in a dy penalty not to elcceéd $100,000 for each vblatlnn
day the violation continues up1:ra.ma:=immn-of $€;&G0,UGS-fer any related -series u£miulal1ons. as.pmvided in49 USC eos Hz

Form Appt=> STF-13-20
ma No. 21 -»-»$&'¢eel-14 M22

0504

Ugllepanmenlof Tnansportauon
Re5eald\ andspeed Programs
Adniniskauon

INCIDENT REPORT - GAS DISTRIBUTION SYSTEM

Check: ElOriginal Report l3.l§Supplemental Report [8] Final Report

1. Operator Name and Address
a. Operators 5-digit ldentiiicaiion Nlimber l  1  /  B  1 5  /  3  I  6  I

b. if Operator does not own the pipeline, enter Ovine:'s 5-digit Identification Number /

c. Name of Operator Southwest Gas Cerodralion

d. Operator street address p. o. Box 98510

e. Operator address Las Vegas . Clark. Nevada 89193-8510
City, County Dr Parish, State and Zip Code

/ / / / /

#am RSPA F7100.1 (03-05) Repraducdon of this fonn is permitted Page 1 off



.O in open ditch
O Above ground
O Under water
O Other:

1. Area of incident
O Under pavement
O Under ground
O Insidelunder building

2. Depth of cover. 28 inches

Important: There are 25 numbered causes in this section. Check the box to the left of the primary
cause of the incident. Check one circle in each of the supplemental items to the right cf orbelow
the cause you indicate. See the instructions for this form for guidance

_.. ..¢ -e»".|-

F1 _ CORROSION NIA

Exiemal Corrosion1.

If either F1 (1) Extremal Corrosion, or F1 (2) Internal Corrosion is checked, complete all subparts a - e..

a. Pipe Coating b. Visual Examination c. Cause of-Corrosion
O Bare -O Localized pitting O Galvanic O Stray Current
O Coated O General Corrosion O Improper Cathodic Protection

O Unknown O Other. O Miaobioiogical
O Other:

I

Intend Corrosion2. / months/l I /years I

' d. Was corroded part of pipeline considered to be under cathodic protection prior.to discovering incident?
; O No O Yes O Unknown Year Protection Started: / I / /

- e. Was pipe previously damaged in the area of corrosion?
r O No O Yes O .Unknown How long prior to incident /

MA
o Other.O LandslideO Subsidence

O Mudslide O Scouring O Other.

O Frozen components O Other:
O Flotation

O Frost heave=>

O Railroad

Opalnt

Describe in Part GO Natural

FT _ NATURM; FORCES
3. Earlh Movement :> O Earthquake

4._ Lightning

s. HeavyRains/Floods: O Washouts

e. Temperature O Thermal stress

7. High Winds

F3 _ EXCAVATION .MA
8. OperatorExr8vallon Damage (including their contractors) l Not Third Party

s. Third Party Excavation Damage (complete a-d)
a. Excavator group .

O General Public O Government OExcavator other than Operatorlsubcontzador
b. Type: ORoad Work O Pipeline O weer O Electric O Sewer O PhoneICableIFiber O Landowner

O Building Construction O Other'
c. Did operator get prior notification of excavation adlvity?

O No OYes: Date received: l I I mo. / I / day / I I yr.
Noliricalion received from: ODne Call System O Excavator O General Contractor O Landowner

d..Was pipeline marked?
O No Oyes (If Yes, check applicable itemsi- ire

I. Temporary marldngs: OFlags O Stakes
ii. Permanentmarklngs° OYez O No
iii. Marks were (check one) OAccurate O Not Acasrale
iv. Were marks made within required time? OYez O No

FT _ OTHER OUTSIDE FORCE DAMAGE BIT
10. l9reIE>q:losion as primary cause of failure => Fire/Explosion cause: O Man made

11. Car, true or other vehicle not relating to excavation activity damaging pipe

12. Rupture of Previously Damaged Plpe

12 falls .

9
STF~13-20

Sheet 15 of 22

1. Incident occurred on
@ Main O Meter Set
O Service Line O Other.
O Pressure Limiting and Regulating Facility

3.
O Steel
O CasVWrought lron
(9 Polyethylene PlasHc (complete all items that apply in a-c)
O Other Plastic (complete all items that apply ina-c) .

Plastic failure was: U a.ductile >< n.brirne EJ cjointfailure
O Other material:

Material mvoxvedrpm. wng33g'gsf<P<8,<3§8g46-°15°4

. Page 57 of 83

2. Failure occurred on
@, Body of pipe
O Joint
O Other.

O Pipe Seam
O Component

4.Year the pipe or component which failed was installed: I 1 I 9/ B / 1 /

1. Nomlnal pipe size (NPS)

2. Wall thickness

3. SpecificationASTM D 2513

4. Seam type N/A

I 2 / . J O / 0 / in.

1 . / 2 / 1 I 6 / in.

SMYSI / l / I / /

5. Valve type N/A

6. Pipe or valve manufactured by DuPont in year / 1 /9 /8 /1 I

Fem RSPA F7100.1 (03-05 )

I

Page 2 of 3



.VMFT - EQUIPMENT OR OPERATIONS

20. Malfunction of ControlIRelief Equipment => O Valve O Instrumentation O Pressure Regulator O Other.

21. Threads Stripped, Broken Pipe Coupling =:» O Nipples O Valve Threads O Mechanical Couplings O Other

22. Leaking Seals

/

l
l

23. Incorrect Operation
a. Type: O Inadequate Procedures O Inadequate Safety Practices O Failure to Follow Procedures O Other

b. Number of employees involved in incident who failed post-incident drug test I / / I Alcohol tests / I /

c. Was person involved in incident qualified per OQ rule? O  Y e s O  N o d. Hours on duty for person involved: I

Ostill Under Investigation (submit a supplemental report when investigation is complete)

.FL _ OTHER

24. Miscellaneous, describe:

25. Unknown
Investigation Complete

EL
E

Body of Pipe

Component

Joint

O Dent

O Valve

o Gasket

O Gouge

O Fitting

O O-Ririg

O Wrinkle Bend

O Vessel

O Threads

STF-13-20
SDocket No. G-01551A-07-0504 meet 15 of 22

Attachment RCS-8
O Arc Bum Page 58 @g3ther1 Crack

O Extruded Outlet O  omen

O _Fusion O Dther:

-F5 - MATERIAL OR WELDS

Material

1 4 .  x =>

15. -

16. =:»

Weld

17. Butt

18. Fillet

19. Pipe Seam

E

EL

=>

: >

: >

O Pipe O Fabrication

O Branch O Hot Tap

0 u= ERW O DsAw

O HF ERW O  s Aw

O Repair Sleeve

O Flash Weld

O Other

O Other:O Fitting

O Seamless

O SPil'3l O Other:
a

® Procedure not followed O Poor Construction Procedures

O Yes
O No

®No

Complete a-fifyou indicate any cause in part F5.
a. Type of failure:

X Construction Defect- O Poor Workmanship

El Material Defect
b. Was failure due to pipe damage sustained in transportation lo the consimdion or fabrication site?
c.Was part which leaked pressure tested before incident occurred? ® Yes, complete d-li if known

d.Dateof test: I O I 8 / mo. I 1 / 2 / day I B / 1 I yr.

e. Time held at test Pressure: l  0  /  2  I hr.

f. Estimated test pressure at point of incident: 100 pslG

n . . . _. ._" ,..4 ,- '_ . 8- (Attach additional sheets as necessary)

At 1552 hours  on May 27,  2005,  Southwes t  Gas  was  not i f ied of  a f ie at  1841 South Campbel l  Avenue.  Upon ar r ival  at
1614 hours ,  two apar tment uni ts  were f ound to be damaged by the repor ted f i re.  A leak inves t igat ion was  ini t iated and

the presence of  gas  was detec ted below ground. Gas control  of  the main and services  in the vic ini ty of  the t i re was
achieved at  1822 hours  by digging and squeezing,  which resulted in an outage of  28 SewiceS. One Person required
inpat ient  hospi tal izat ion.  Fur ther  inves t igat ion determined that  the leak was  on a 2"  polyethylene main.  The leak was

due to rock impingement.  There is  a poss ibi l i ty that previous th i rd par ty excavat ion in the immediate area was  a
contr ibut ing fac tor to the inc ident.  An invest igat ion is  ongoing. .

-=, w- ,;4*" ' .9a .».'.
-- - * - 3 .- r. a 1 4 u uM |; v_3*3»¢"\'?9"9l VffrL3j 9}>'J~¢* , .4 gt.. s: ;.'4;I'*ET3-...'1-9_1 .5f¢;

Results  of  an analys is  conduc ted on the polyethylene main determined the probable cause of  the c rack in the pipe was
the result  of  rock impingement.  W hi le third par ty excavat ion was known to have taken place in the vic ini ty of  the fai led

pipe sect ion, f indings were inconc lus ive as to whether this  work contr ibuted to the inc ident.

Foml RSPAF 7100.1 (03-05 ) Page a of a
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UNITED STATES
sEcuRe:Es AND EXCHANGE commlsslon

WASHINGTON, D.C. 20549

Form 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(<1> OF 'Hrs SECURITIES EXCHANGE Act OF 1934

For &¢ quarterly period ended June 30, 2005

Commission File Nwunher 1-7850

SOUTHWEST GAS CORPORATION
(Exaammeofregisuantas 5paaiedinizschaner)

California
(Stareor other' jurisdiction of
incorpcn,tion.or o1g:nr!ion)

88-0085720
(I.R,S. Bnployu

149554594 No.)

5241 Spring Mountain Road
Post Once Box 98510

Las Vegas, Nevada
(Address ofplincipal cxecuh\lre o§iocs)

89193-8510
mp c°d=)

Registrant's telephone number, including area code: (702)876-7237

Indicate by check mark whether the registrant (1) has filed all reports required to be Sled by Section 13 or l5(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter pcxiod that the registrant was required to
tile such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes X N o _ _

Indicate by check mark whether the registrant is an accelerated Ada (as defined in Rule 12b-2 of the Exchange Act).
Yes _8__ No _

Indicate Qpge number of shares outstanding of each of the issuer's classes of common stock as of the latest practicable date.
Common Stock. St Pa Value, 38,318,099 shares as of August 1, 2005.



SOUTHWEST GAS CORPORATION
June 30. 2005

STF-13-20
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Form 10-Q

gas costs to PGA balancing accounts. In addition, Southwest uses this mechanism to either remind amounts over-
collected or recoup amounts under-collected as compared to the price paid for natural gas during the period since the last
PGA rate change went into elect. At June 30, 2905, the combined balances inGA accounts totaledan under-collection
of$58 .2 million versus an linder-collection of$82.1 ndllion at December 3 l, 2004. SeePGAFilings section for more
information on recent regulatory Slings. Southwest utilizes short-termborrowings to temporarily Eiuaince under-collected
PGA balances .

In April 2005, the Company replaced its $250 million credit facility, scheduled to expire in May 2007, with a
$300 million facility that expires 'm April2010. Of the $300 iuuillion, $150 million will be available for working capital
purposes find $150 million will be designated long-term debt. Interest rates for the facility are calculated at either the
London Interbank OHlering Rate plus an applicable nnaigin, or the greater of the prime rate or one-halfofone percent plus
the Federal Funds rate. The applicable margin on the new credit &cility is lower than the applicable margin of die
previous facility. At June 3012005, no borrowings were outstanding on the shop-term par-don of the credit facility.

The following table sets forth the 12665 of éanningslto fixed charges for the Company (because of the seasonal nature of
the Company's business, these ratios are computed on a twelve-month basis):

Far the Twelve Months Ended
June 30, Docelmlbcr 31,

2005 2004

Ratio of earnings to fixed charges 1.86 1.93

Earnings are defined as the sum of pretax income plus Fixed charges. Fixed charges consist of all interest expense
including capitalized interest,one-thirdof rent expense (which approximates the interest component of such expense),
preferred securities distributions, and amortized debt costs. `

Insurance Coverage

The Company maintains liability insurance for various risks associated with the operation omits natural gas pipelines and
facilities. In connection with these liability insurance policies, the Comnpanyhas been responsible for an initial deductible
or self-insured retention amount per incident, after which the insurance carriers would be responsible for amounts up to
the policy linuits. For the policy year August 2004 to Iuly 2005, the self-insured retention amount associated with general
liability claims increased from $1 million per incident to $1 million per incident plus payment of the first $10 million M
aggregate claims above $1 million in the policy year. During the second quarter of2005, a leading natural gas line was
involved in a Ere that injured an individual. The causeof the leak is under investigation. Information regarding the
extent of the injuries has not been made available to the Company and no elainehavebeen Eland against the Company If
the injuries were severe and the Company was deetnned lilly or partially responsible, the Company could be exposed to
the extent noted above and future results ofopexations would be impacted. However, no range ofpotential loss has been
determined None of the likely outcomes would materially affect the Enancial position of the Company.

For thélpolicy year August 2005 to July 2006, the Company entered into insurance contracts that liIuit the Company's
self-insured retention to $1 million per incident plus payment of the Erst $5 nuillionin aggregate claims above $11uui1lionL
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In May2005, a leaking natural gas line was involved in a Ere in a residence in Tucson, Arizona An individual was
severely injured. The leak is believed to have been caused by a rock impinging upon a natural gas line dirt was installed
for Soudiwest Gas and that  is  owned and operated by the Company. A lawsuit  was Hied against  the Company in
December 2005 in the Superior Court for the State ofArizona, 'm and for the County of Pima (Case No. C20057063), 'm
which $3.4 mill ion in medical bil ls are claimed, $12 mill ion in future medical expenses are claimed, and unspecif ied
claims are made for general damages and punitive damages. PlainNifs have claimed reliefunder theories of negligence,
negligence per sh, strict liability and loss of consortium arid punitive damages. The Company has answered the complaint
and denied l iabil i ty. The complaint was amended in February 2006 to identify the part ies to the l i t igat ion as Arnold
Valenzuela, a single man, and Arturo and Julia Valenzuela, husband and wife, plaindifs, and the Company as the sole
defendant. If the Company was deemed fully or partially responsible, the Company estimates its exposure could be as
much as $11 mill ion (the maximum self-insured retention amount under its insurance policies). As of December 31,
2005, die Company has recorded an $11 million liability related to this incident.

I t e m  3 .  L E G A L P R O C E E D I N G S

The Company is named as a defendant in various other legal proceedings. The ult imate disposit ions of these
proceedings are not present ly  determinable,  however,  i t  is  the opinion of  management that  none of  this  l i t igat ion
individually or 'm the aggregate will have a material adverse impact on the Company's Financial position or fixture results
Of operations.

Item 4. s u B l v n s s l o n  O F  M A T T E R S  T O  A  V O T E  O F  S E C U R I T Y  H o L m : R s

None.

I t e m  P A .  D I R E C T O R S  A N D  E X E C U T I V E  O F F I C E R S  O F  T H E  R E G I S T R A N T
The I isdng of do executive off icers of the Company is set forth under P ar t  I I I  I t em  10 .  D I RE CT O RS A N D

E X E C U T I V E OFFI CE RS  OF  THE  RE GI S TRANT,  wh i ch by this reference is incorporated herein.

I

a

I
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Southwest Gas Corporation.
Annual Report 2005
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2005 vs. 2004
The 2005 contribution to consolidated net income from construction services increased $1.7 million from the pr ior

year. The increase was pr imari ly due to overal l  revenue growth, coupled wi th an improvement  in  the number  of

prof i table bid jobs and a favorable equipment resale market in the current year.

Operating income
Other income (expense)
Interest expense .

Income before income taxes
Income tax elxrpense

Contribution to consolidated net 'income

30

Gross prof it

General aazd administrative expenses

Results of Construction Services
Year Ellded December 81,
rrnuusanas of Gunn)
Construction revenues
Cost of construction

Insurance Coverage
The Company maintains liability insurance for various risks associated with the operation of its natural gas
pipeiibes and facilities. In connection with these liability insurance policies, the Company has been respii5ible for
a.n initial deductible or self-insured retention amount per incident, after which the i.uslTi1fa'nce"carriers would be
responsible for amounts up to the policy limits. For the policy year August 2004 to July 2005, the self-insured
retention amount associated with general liability claims increased from $1 million per incident to $1 million per
incident plus payment of the first $10 million 'm aggregate claims above $1 million in the policy year. In May
2005, a leaking natural gas line Was involved in a. fire that severely injured an i.ndivid11al. The leak is believed to
have been caused by a rock i.mpi.ng'ing upon a natural gas line that was installed. for Southwest Gas and that is
owned and operated by the Company. The Company recorded a $1 million liability related to tiiiis incident during
the third quarter of 2005 based on preliinninary information available at the time. In December 2005, the plaintiffs
filed a complaint against the Company claiming $3.4 innillion 'm medical bills, $12 million in future medical
expenses, and unspecified claims for general and punitive daaucages. The Company has answered the complaint
and denied liability. If the Company was deemed fully or partially responsible, the Company estimates its
exposure could be as much as $11 :million (the muvimum noted above). In December 2005, the Company increased
the reserves related to this incident by $10 million, bringing the total liability to the Compa.n.y's yf\'=*imum self-
insured retention level of $11 million. .

For the policy year August 2005 to July 2006, the Company entered into insurance contracts that limit the
Compa.ny's self-insured retention to $1 :million per incident plus payment of the first $5 million in aggregate
claims above $1 million.

I jnf lat i0n
Results of operations are impacted by i1ni'1a.tion. Natural gas,.lahor, consulting, and construction costs are the
categories most significantly impacted by inflation. Changes to cost of gas are generally recovered through PGA
mechaloisms and do not significantly impact net earnings. Labor is a component of the cost of service, and
con.struc1ion costs are the primary component of rate base. In order to recover increased costs, and earn a fair'
return on rate base, general rate cases are filed by Southwest, when deemed necessary, for review and approval by
regulatory authorities. Regulatory lag, that is, the tilnne between the date increased costs are `mctzrred and the
time such 'increases are recovered through the raten1==1fiv-g process, can impact earnings. See Rates and
Regulatory Proceedings for a discussion of recent rate case proceedings.
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254-042
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-6

(ACC-STF-6-1 THROUGH ACC-STF-6-60)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DECEMBER 28, 2007

Request No. ACC-STF-6-42:

Please identify the total number of Southwest Gas employees who were eligible for
MIP in each year, 2003 through 2007, and the total amount of MlP each year.

Also indicate the total amount of MIP expense charged to Southwest Gas'
Arizona ACC-jurisdictional operations in each year.

Respondent: Revenue Requirements/Human Resources

Response: CORRECTED SUPPLEMENTAL ATTACHMENT- MARCH 25 2008

SUPPLEMENTAL RESPONSE - MARCH 24, 2008

The MIP expense for years 2003 through 2007, along with the portion that would
be allocated to Arizona, is attached.

Please note that the prior response for year 2006 was incorrect, it inadvertently
included stock option expense. The 2006 amount was corrected to show MIP
expense only. Also, the prior response did not show the portion of MIP that should
have been allocated to Paiute and SGTC using the MMF allocation factor, prior to
applying the 4-Factor to allocate the remainder to Arizona. This response now
shows the proper allocation of MIP costs to Arizona. . ,

a.
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A

UNS Gas
AZ Sales Tax Payment Lag

I

, |

Revenue
Month Start

Service Period (al
End Davs

Days to Tax Lag
End of Month Payment Date Do b

January 11/29/2004 1/28/2005 61 3 20-Feb 53.50

12/29/2004 2/28/2005 62 0 20-Mar 51 .00February

March 1/28/2005 3/31/2005 63 0 51 .50

2/26/2005 4/29/2005 62 1

20-Apr

20-May 52.00April

May 3/30/2005 5/31/2005 63 0 20-Jun 51 .50

June 4/28/2005 6/30/2005 0 20-JU! 52.00

5/27/2005 7/29/2005

64
9

64 2 20-Aug 54.00

6/29/2005 8/31/2005 64 0 52.00

7/28/2005 9/29/2005 64 1

20-Sep

20-0ct 53.00

July

August

September

October 8/30/2005 10/28/2005 B0 3 20-Nov ... 53.00

November 9/29/2005 11/30/2005 63 0 20-Dec 51 .so

December 10/28/2005 w29/2005 63 2 20-Jan 53.50

628.5

12

Average Payment Lag 52.38

(a) Extending from the first day of the first billing cycle to the last day of the last billing cycle

(b) Measured from the midpoint of the service period to the tax payment date
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/1

UNS Electric
AZ Sales Tax Payment Lag

s

Revenue
Month

Service Period (al
Start End -. Davs

Days to
End of Month

Tax
Pavement Date

Las
Dave Tb)

January 12/2/2004 1/31/2005 20-Feb 50.00

February

March

1/4/2005 2/28/2005

7 60

55 0 20-Mar 48.00

2/2/2005 3/29/2005 56 2 50.00

3/2/2005 58 2

20-APr

20-MaY 51 .00April

May 4/2/2005

4/28/2005

5/27/2005 56 4 20-Jun 52.00

June 5/2/2005 6/28/2005 58 2 20-Jul 51 .00

6/2/2005 7/29/2005 58 2 20-Aug 51 .00

7/2/2005 8/29/2005 59 2 51 .50

8/82005 9/29/2005 58 1

20-SeP

20-0ct 50.00

July

August

September

October 9/2/2005 10/28/2005 57 3 20-NOV 51 .50

November 10/4/2005 11/29/2005 57 1 20-Dec 49.50

December 11/2/2005 12/28/2005 57 3 20-Jan 51 .50

607

12

Average Payment Lag 50.58

(a) Extending from the first day of the first billing cycle to the last day of the last billing cycle

(b) Measured from the midpoint of the service period to the tax payment date
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/'

T E P
Lead/Lag Study
AZ Sales Tax Payment  Lag
July  2005 thru June 2006

Revenue
Month

r
Serv ice Period (a)

Start End Days
T a x

Pavement Date
L a s

Days  (b)

July
Augus t
September
Oc tober
Nov ember
Dec ember
January
February
March
April
May
June

5/22/05
6/23/05
7/25/05
8/21/05
9/22/05

10/21 /O5
11/19/05
1 zzz/o5

1/25/06
2/23/06
3/24/06
4/24/06

7/21 /05
8/19/05
9/20/05

10/19/05
11/17/05
12/20/05
1/23/06
2/21/06
3/22/06
4/20/06
5/19/05
6/20/06

60.0
57.0
57.0
59.0
56.0
60.0
65.0
61 .0
56.0
56.0
56.0
57.0

8/20/05
9/20/05

10/20/05
11/20/05
12/20/05
1/20/06
2/20/06
3/20/06
4/20/06
5/20/06
6/20/06
7/20/06

59.0
58.0
57.0
60.0
60.0
60.0
58.0
58.0
59.0
58.0
59.0
57.0

\»

7 0 3 . 0
/ 1 2

5 8 . 6Average Payment  Lag

Note:
(a) Extending from the f irst  day of  f i rst  bi l led cycle in revenue month to last  day of  bi l l ing in revenue month.
(b) Measured from midpoint  of  the service period to the tax payment date.
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I
|Place a check here and sign at

the bottom it you have no taxes to file

Column 1 Gaiumn 2' Column 3 Column 4 Column 5

Business Description Line Bus. Class Gross Deductions : Net Taxable x Tax Rate = Tax Am cum

TRAr4s PRIV TAX 1 237110 214,579.72 51 ,025.78 163,553.94 1.55% 2,698.54

USE TAX 2 237110 - 0.00 - 1.45%
Do Not Use 3 N/A

Pre 7/2004 Prov 4 237110

Do Not Use 5 NIA

6 subToTAL (Ado Cox. s Una: 1 mough5) 2,698.84

7 ENTER TOTAL EXCESSCITYTAX OOIJ.ECTED anal fm Sdwdulw B onback) Plus (4- 1

8 GRAND TOTAL 1=1=ME 2,698.54
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10 amen TOTAL LIABMTY lS(=E 2,698.64

11 l¢ewraa CREDIT BALANCE To BE APPLIED (From Sdledule B on 2) Minus I- 0.00

12 ENTER NET AMOUNT DUE reIE fs 2,698_64

13 ENTER TOTAL AMOUNT PAiD 2,698.64
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TRANSACTION PRIWLEGE AND €i89E7'r'?-18€ RETU RN

Ci ty  o f  Sco t tsdale
ous1amerSe¢v\ee Diwtxlon

(45**)312-2490

Mailpaym¢m» \D$P.Q. Bay! lm

snnusnane. AZs52a-194:

PLEMSE CHECK ALL THAT MAY APPLY

Amended Recur

Service Address: 1oas1 N. BLACK GANYON. pf-l0ENIX. AZ 85072

Name change only

man mgHarass fuse onlySOUTHWEST GAS CORPORATION
LVC-435
PO BOX 98510
LAS VEGAS NV 89193-8510 Ca11ca!Licenseasd

SPECIML NOTICE

Under penaliss d perjury. ldedare lhatl havsexamlned this realm. lndudlng accompanying schsziules and stamamenrs. and ho the best of my knowledge and belief is luxe.
correct and omnpieia. Declaration d l=f¢var=f (other than taxpayer) is based on all iniozmaation d vMidm Wen=vBf has any luxowiedpe.

Taxpayer's Siuhébure
01 I09/08

Date Paid Preparer's Signature

Laura Hoffman, Sr. Tax Accountant
Print Name

002)  B76-7939
Phone 8 `Pi'in!p3id Preparéts Name

A SIGNATURE IS REQUIRED TO MAKE THIS RErURN VALID
Recur original with remittance In envelope provided.

Please make check payable to: CITY OF SCOTTS DALE and list your Lloense mxmbea' on your check.

Or pay in person at 7447 E Indian School Ra. Suite 110 or 9379 E. San Salvador Dr. Suite 100



REPORTING PERIOD
Dee: 2067

DUE DATE
Jan to zoom

Please inditarle any dlanges an your account:

WHEN.YOU ARE CLAIMING A DEDUCTION. BE suns TO

ENTERI'T(Jl<Tl-£APPROPl3IATELl*!E ANDCGLUMN ON

THE FORM sAc1<. 1oTA1. AND CARRY TH4.T numesa

Fuawmn TO THE Form FRONT.

Oolumn 1 Column 2 Column 3 Co! n o Column 5
Bus ines s  D es k '  ' on Line Bus. Class Gross Deductions = Ne! Taxable i T Rare = Tax Amount

UTILITIES 1 4 3,909,955.65 31.4s1.z1 3.878,4e4.44 0.018 89,812.90
RENTAL REAL PRO 2 1 3 0.018
USETAX PURCHMS 3 2 0 88,421.11 88,421.11 0.018 1 ,591 .so

4
5
6
7 subToTAL :Ana mis Lines 1 rough Sm 71 ,404,48
8 ENTERTOTAL9<<:Ess cmtTAx ooLuacre:> 981 ll'Gmsc>hed4IIeBon backs s(+ -

9 TOTAL TAXDUE (Add Gclhllwr5, lines 7 and) ~,E ale(= 71 _404,48
10a LATE PAYMEH PENALW (10% Rf !oral (ax 61J8) 1+ o.o0
10b INrSREST (ms no rncnlh mean :ax cue) Plus (+ 0.00
10c LATE FIUNG PENALW15%W mcnlh bmandznum 15% offal tax due) plus (* 0.00
11 en1'ERToTALunanJry(.»~au¢uh»ms.n»essu\tu~gw»1o¢l IsIE 71,404.48
12 BITER TOTAL casar BALANCE TO BE APPLIED van Sdwduls B on - Minus (- 0.00
13 ENTER NET AMOUNT DUE (Subilid column s. line 12 twmihe 11) 1E ale(= 71,404.48
14 ENTER TOTAL AMOUNTPAID 71 ,404.48

Tempe

PRIVILEGE (SALES) AND USE  TAX RETURN

City of Tempe

Tax and License Ufllce

P.O. Eco: sera

pnoenik.B5038»9S1B
phone: (so) Asa-zsss

Fax: (480)350-asss

Emil: sales¥ax@!ampe.gau
www.fempe.guv/saiestax

Docket  No.  G-01551A-07-0504
At tachment  RCS-8
Page 72 of  83

r LICENSE NO-
23239

SOUTHWEST GAS CORPORATION
C/0 SOUTHWEST GAS CORP.
PO BOX98510
LAS VEGAS NV 89193-851 o

Undaa penaNces N willy. I dariare Mal I have eucamiuad this return, handing ===°wp@f»W\¢ sdwduies and statements. and u> the best of my knowledge and Ndier is true,
norradand complete. Deda1a6on ofpreparef (onus: lean vrnavWb based on all illilumliian which pwpaiorhas anykl\cwiB49¢.

\

01/D9/08

DateTaxpayers Signature Paid Preparer's Signature

Laura Hoffman. Sr. Tax Accountant _
Prlni Name

(702)87B-7039
Phone # print Paid preparer's Name

A SIGNATURE IS REQUIRED TO MAKE THIS RETURN VALID
Recur original! with remittance in envelope provided.

Please make check payable lo: cm OF TEMPE

I

Uwmn PLT To FuuniwUn 11-oo)

I



cry LICENSE NO.

0065848
PERIOD COVERED

F ROM

121zn07

THROUGH

1zrzoo7

CYCLE

M

OFFICE USE

a aclb

you MUST COMPLETESCHEDULE B ON PAGE 2 :F YOU HAVE MORE THAN ONE ACTIVITY EVENIF YOU ARE REPQRTING ZERO
TAX DUE.

Business Description Line Activity# Gross
Allowable pg2 -

Deductions = Net Taxable x Tax Rate = Tax Amount
uTILizEs 1 04 13,519,689.50 145,083.50 13.374,58G.00 2.00% 257,491 .72

CONTRACTING 2 15 0.00 0.00 0.00 2,00% 0.00
PUBLIC UTIIJTY a to o.oo 0.00 0.90 2.00% 0.00

4 SUBTOTAL (Add col. 5 Lines 1 Throunh 7) 267,491.72
5 ENTER EXCESS CITY TAXCOLLECTED I Plus (+ 0.00
e SUBTOTAL (Add lines 4 and 5) is(-'-'•E 267.491 .72
7 PENALTY& INTEREST (see lnsUucstion sheen » Q l+ 0.00
8 SUBTOTAL(Add lines 5and7) Equals (= 287,491 .72
9 . |ENTERCREDIT BALANCE TO BE APPUED (attach Notice of C m 0 {. 0.00
10 ENTER NET AMOUNT DUE(Subtract line 9 fwfr! line8) s{=E 257.491 .72
11 ENTER TOTAL AMOUNT PAID 267,491.72

Docket No. G-01551A-07-0504
Attachment RCS-8
Page 73 of 83

TAX RETURN
BUSINESS PRNILEGE

PUBLIC UTILITY ROOM SURTAX
TRANSIENT RENTAL

city of Tucson I Finance Department

Revenue Division I License Section

255 w. Alameda

Tucson, AZ85701

(529) 794-4565

LVC-4-35

SOUTHWEST GAS CORP.
PO BOX98510
LAS VEGAS NV89193-B51 o

0055848

3401 EGAS
SPECh\L NOTICE

THIS RETURN MUST BE FILED WHETHER OR NOT-
ANY TAX is DUE.

THIS RETURN IS DUE ON THE 20TH OF THE MONTH
FOLLOWING THE PERIOD IN WHICH TAXES AREDUE.

nn-

%

< ~
I \

°1f you have one
aalvity. WR 'm the
amount in Column 5.
If you have more than
one, fill out Schedule
B on Page 2.

UnNepenalllaofperjwy.IdeclalethatlhaveexamlnedMisMunn,ildudngaazampanyiugzdmsdzlesandsMemenk.andtamebestdmy

knowleagesndbeidllisuue.¢=0n'eaa:\dccnv1a1a Dedaratluuofp1waler(c£herlrnanta::payar)l: hasedonsllinformalimdwhlch preparer
has anylwuowlsdgo.

A SIGNATURE IS REQUIRED TO MAKE THIS RETURN vAuo

4

Taxpaywe!signature
01/09/08

Date .Paid Preparer's Signature

Laura Hoffman, Sr. Tax Accountant

Print Name

(702) B76-7039

Phone# Print Paid PreparersName

RETURN IS DUE ON THE zorh OF THE MONTH FOLLOWING THE REPORTING PERIOD AND DELINQUENT IF NOT
RECENED BY THE LMST BUSINESS DAY OF THE MONTH. POSTMARKS ARE NDT REGARDED AS EVIDENCE OF
DATE RECEWED. .

la

Make check payable to: city of Tucson
Return original with remittance In envelope provided to: collections*'P.0. Box 27320*'Tucson, Az 85726

Orpay inperson at Cdledions"255 w. Alameda. 1$\ Hoar (City Hall). Overnight deliveries should also be gem to this address.



cow LICENSE NO,
0065845

PERIOD COVERED

FROM

12/2UU7

THROUGH

12/2097

CYCLE

M

OFFICE USE
h ca

YOU MUST COMPLETE SCHEDULE 8 ON PAGE 2 IF YOU HAVE MORE THAN ONE ACTIVITY EVEN IF YOU ARE REPORT}NG ZERO
TAX DUE.

THis RETURN MUST BE FILED WHETHER OR NOT i
ANY TAX IS DUE. . ITHIS RETURN IS DUE ON THE 20TH OF THE MONTH

FOLLOWING THE PERIOD IN WHICH TAXES ARE DUE.K
Business Description Line Adiviiy # Grass

Allowable pgs -
Deductions = Net Taxable x Tax Rate = Tax Amount

USE TAX 1 go 542554.00 0.00 542,654.00 2.00 0 10,853.08
2

3

4 7)-c  •SUBTOTAL (Add col. 5 Lines 1 10,853.08
5 ENTER EXCESS Arv TAX <:ou_Ec1ED n 4 {4~ 0.00
6 SUBTOTAL (Add lines4 and 5) sf-= 10,853.08
7 PEN=.LTY a INTEREST (see instruction Sheet) v Plus (+ 0.00
8 SUBTOTAL (Add lines 6 and 7) Eausls (z 1D0B53.08
g ENTER CREDIT BALANCETO BE APPLIED (attach Notice of Credit) 9 Minus r- 0.00

10 ENTER NET AMOUNT DUE (Subtract line 9 tum line 8) Equals (3 10,853.08
11 ENTER TOTAL AMOUNT PAID 10,853.08

Docket No. G-01551A-07-0504
Attachment RCS-8
Page 74 of 83

TAX RETURN
BUSINESS PRIWLEGE

PUBLlC UTILITY ROOM SURTAX
TRANSIENT RENTAL

city of Tucson I Finance Department

Revenue Division / License Section

255 W. Alameda

Tucson, AZ 85701

(520) 791 -4566

Lv(>4as

SOUTHWEST GAS CORP.
FO BOX98510
LAS VEGAS NV 89193-8510

0085848

3401 EGAS
SPECURL nonce

'If you have one
activity. fill in the
amount in Column 5.
If you have more than
one. fill out Schedule
B on Page 2.

undarpeuallies d perjury. I dedham that I haveamrrinaathis rerun, lnciudng amampanyimg sd\edu1es and sialernews. and lathe best envy
ImovAedgss41dbdidltktlue.®lllaundcnmglsie. Dadaxuncndp1ep+arel(o&1erIhan\sucpayer)isbaaedonahnNcmvaUnndvNwldm puspaxsr
nasanyknowledql.

A SIGNATURE IS REQUIRED TO MAKE THIS RETURN VALID

h
01/09/88

DateTaxpayer'é'Signaturé pala Preparer's Signature

Laura Hoffman. Sr. Tax Accountant

Print Name

(702)875-7039

Phone # Print Paid Preparers Name

RETURN IS DUE ON THE zach OF THE MONTH FOLLOWING THE REPORTING PERIOD AND DELINQUENT IF NOT
RECENED BY THE LAST BUSINESS DAY OF THE MONTH. POSTMARKS ARE NOT REGARDED AS EWDENCE OF
DATE RECEIVED.

Make chock payable to: Clay of Tucson
Return original with remittance in envelope provided to: CoIlections"P.O. Box ZT320"Tucson, AZ B5726

Or pay in person at: Co!ledions"255 W. Alameda, 1st floor (City Hall). OvemigM deliveries should also be sen! to this address.



5 of 83L\c:EnsE no.

81723

REPORNNS pER1oo

Dec2007

DUE BY THE20lh OF

Jan 2008

I

Place a check here and sign sf

The bottom if u have ncadh»ityro re vo
THis RETURN IS DUE ON

THE 20TH OF THE MONTH

m
8...J Business Description

Business Class
Code Gfass neaelpts/usna blepnrd\as¢s

From Sell. A. on back

- Dedurctions =NetTa be x Tax Rate = Tax Amount
1 USE TAX go

- 1.50 o i
2 uTILrrlEs 4 3,520,822.53 57,934.17 3.462.888.26 2.75° 85,229.43
3
4

5
s

95,229.43
ENTER EXCESS CITY TAX COLLECTE (fI 9 v h ifSCHEDULE Plus (4-

8 » A IT InUE (Add IiTOT Equals 95,229.43
9 PENALTY & I h IfEREST fs i  s  | Pius  + 0.0010 ENTER TOTAL LIABRL R M140(Add ii Equals 95,229.43
11 ENTER CREDIT BALANCE TO BE _1.

• LePUED (F h ml R Minus 0.0012 v
ENTER NET AMOUNT DUE (Sub -111 fr Iii i Eczuais 95,229.4313 1 .o w  P  IEN R  T  T 95,229.43

TRANSACTION PRIVLEGE (SALES) AND USE TAX RETURN

c ry  o f  C h a n d l e r
MAIL STOP701

P.O. BOX 1soo1

CRANDLER AZ8524-4-5001

Docket No. G-01551A-07-0504
Attachment RCS-8
Page .

|  .

Fla=$a}Hz&D¢u¢::

SOUTHWEST GAS CORPORATION
Lvc .. 435
PO BOX 88510
LAS VEGASNV89193-8510

unecn haze u
malfeng :mess has
changed.
Please mama earreaaans lo the
prepris-de¢'addIess.

Location Aridressi
5241 SPRING MOUNTAN RD
¢As VEGAS W89198-8510

-» ~. s~.u .

7

Under penalties of perjury. I declare that I have examined this return, inducing the accompanying schedules and statements, and to
the best of my knowledge and belief it is true. correct and complete. The declaration of the paid preparer is based upon all
information of which preparer has any kncwledge.

Taxpayers Sign
01/08/08

Daze Paid Preparers Signature

Laura Hofli'nan, Sr. Tax Accountant
Prim Name (702)875.7039

Phone # Print Paid Preparer's Name

A SIGNATURE IS REQUIRED TO MAKE THIS RETURN VAUD .
Return original wllh remilianoein envelope provided.

Please makecheck payablelo: GUY OF CHANDLER and list your license number on we'check.

4815125699



CITY LICENSE no.
100015739.4

PERIOD COVERED
FROM

12/G1/U7
THROUGH

12}31K07

DEUNQUENT IF NOT
tzecelveo BY

arzozzeoa

RECENED

-
I
i
i
I

iPlace a check here and sign al
Ma bottom ifyuu have no taxes to We

Business Description Line Bus. Class Gross Deducions = Net Taxable xTaxRate =Tax Amount
UTIUTIES 1 4 2.897.416 .00 71,9590 2.82s.890.00 2.20% 52,159.58

2 i s

3 65

4 75

USE TAX 5 99 218.64 218.64 2.20% 4.a1
6 9

7
8 52,174.39
9 ENTER EXCESS CITY TAX COLLECTED F!us(* 0.00

10 pals (:)» 62,174.38
11 PENALTY& INTEREST (see instructions) Plus (+ 0.00
12 ENTER TOTAL LIABILITY I *.E (sr: 62,174.39

13 ENTER CREDIT BALANCE TO BE APPLIED Minus (- 0.00

14 ENTER NET MMOUNT DUE I:  .IE Fe 62,174.39

15 ENTER TOTALAMOUNT PAID 52,174,39

Docket No. G-01551A-07-0504
Attachment RCS-8
Page 76of 83

PRIVILEGE (SALES) AND USE TAX RFTURN

Mai return and famltvanue (iappicable) to:

c'ny of Glendale

p.o. Box too
Glendale. AZ85311-0809

(602) 930-3190

SOUTHWEST GAS CORPORATION
c/o SOUTHWEST GAS CORP.
PO BOX 9851 o
LAS VEGAS NV 89193-8510

SPECiAL NOTICE

THIS RETURN IS DUE ON
THE 20TH OF THE MONTH

Under pemaities of perjury, Idedale hat I hay! examined this Mum. ilduding accompanying sazewles and stalamems, and to lu hast of my

knamedge am beuefnlsuue. eomaaand comphta. Dedzuatian dprenarnnomef ttnnlazqaayaI) isbasedonallhUumniiondwnmldmpxeparer

1185 wrvkvwwedsm

Taxpayer's Signature
D1/09/08

Date Paid Preparer's Signature

Laura Hoffman, Sr. Tax Accountant
Print Name

(702) 878-7039
Phone # Print Paid Preparers Name

A SIGNATURE IS REQUIRED TO MAKE THIS RETURN VALID
Returnoriginal with remittance inenvelope provided.

Please make deck payable to: CITY OF GLENDALE



I
I
ITHIS RETURN IS DUE ON

THE ZDTH OF THE MONTH I|

Place a check here and sign at
the bottom if you have no taxes to dIe 1

a G *ml
.iI.

» :

Business Description Line Bus. Crass Gross Deductions Net Taxable Tax Rate = Tax Amount

UTILITIES 1 13 1,258.015.61 1 .244,292.75 13,722.86 1.75% 240.15

2

a

4

5

6

USE TAX 7 20 Q 0.00 1.75%

1m=l from Anna Pages 8

9 suaTs ta ' rAL
4 4 ¢ c.g... ..4

. . . . . 1,258,015.B1 1 ,244 ,292.75 13,722.88 1 .75% 240.15

10 frame mm Sdledl.ll¢ B) Eaten access ¢l1'Y TAX COLLECTED/JET FUEL Plus (+ 0.00

11 TDTAL TAX DUE »E s is (= 240.15

12 (sea uwuuam-=) PENALTY& INTEREST pm: l+) 0.00

la ENTER TCTAL LIABILITY 1E (') 248.15

14 (fool from Sdmduie g) CREDIT sAx.Ar4ce TD BE APPLED Mies (-) 0.00

15 ENTER NeT AMOUNT DUE Ia!! (=)- 240.15

16 array TOTAL AMOUNT PAID 240.15

-

Guava! People, Q u a i z l y Serv ice!

LVC-435 TAX DEPT
SOUTHWEST GAS CORPORATION
C/O souTHwEsT GAS CORP.
PO BOX 98510
LAS VEGAS NV89193-8510

CITY OF

TRANSACTiON PRNILEGE AND USE TAX RETURN

Tax and Llcensinq Office

as num: Cemur Sven!

Mesa. Arizona seam

(4ao)s44-2:16 Fax (480 )644 -8999

SPECIAL NOTICE

LICENSE NG.

REPQRTING PERIOD

DUE DATE

0 0 c 2 4 5 n 9 7 0 6 1 2 2 0 0 6

Reason:

ChedtheleandsignaHhe

bol1orn:o1:aneellnwrleense

Docket No. G-m55tA-07-0504
Attachment RCS-8
Page 77 of 83

09024547

JAN - DEC2057

1/20f2D08

Under penalties of perjury. I dadare ma( leave examined this lim. lndudlng aaecmpanyiny sdmadwes and slaismenis, and to the best ed my

lmovlladge Ana bdlef in is hue. coned and cnmplate. Daclaraiion ah nrevwf (other than iaxpayar) is based an all information d which pneparar

has my kuanledgc.

I 01/09/08
--Hate Paid Preparers Signature

Laura Hoffman, Sr. Tax Accountant
Print Name

(702) 876-T039
PhDI'1B # Print Paid Preparer's Name

A SIGNATURE Is REQUIRED TO MAKE THIS RETURN VALID
Recur original with remittance Sn envelope provided.

Please make check payable M: CITY OF MESA
Complete both sides of form.

Mailing Address
PO sox 16350
Mesa Arizona 85211-esso

(191-1) (nay. 124164¢



I l»hJ "LTC
-S-8

NO.
2573

REPORTING PERIOD

Dec 2807

DUEBYTHEznrh OF

Jan zoos

Please Indicate any change in your account

i 1
Column 1 Cclurnn 2 Column a Column 4 Column 5

Business Description Line Bus. Class Gross Deductions = Nat Taxable x Tax Rate = Tax Amount
UTILITIES 1 4 2,181 ,927.B0 8,397.80 2,173.e20.00 0.033 71,729.45

2
3

4
5

6

9 TOTAL TAX DUE (Add column 5. line 7 and 8) uE Is (= 11 ,T29.4S

10a LATE PAYMENT PENALTY (10% of tolBI 12X due) Pius (+ 0.80

10b INTEREST (1% per month Rf the ml  tax due) Phys (4- 0.00

1o¢ ozlJ\TE FILING PENALTY (5% r month to maximum15% of total tax due) PIUS (+ 0.00

11 tOr:lIENTER TOTAL UABIUTY fAaa column s. line 9 :bro pals (=)...- 71 ,T29.46

12 ENTER CREDIT BALANCE TO BE APPLIED (From Schedule B on back) Minus (- 0.00
13 ENTER NET AMOUNT DUE (suuuaa column 5. line 12 from line 11) Equals (=) 71,729.48

14 ENTER TGTAL AMOUNT PAID 71 ,729.4G

If you have no taxes to file check this box & sign at bottom I

SOUTHWEST GAS CORPORATION
PQ BOX 98510
LV0-435 TAX DEPT
LAS VEGAS NV89193-851 o

I PRlVlLEGE (SALES) and USE TAX RETURN

EmailL salestax@peoriaaz.com
http;l1www.peoriaaz.comlsalestax

City of Peoria
Tax and License Section

8401 w. Monroe Street
Peoria, AZ 85345
Phone' (823) 773-7160
Fax: (623) 773-7159

Docket No. G-
Attachment R(
Page 78 of 83

Under psnallles of perjury. I dodana that I have examined this xuturn, inducing awnmpanyhg schedules and stamnxanas. and to the hes! of my
knowledge and belief It is hue. coiled aM eompieta. Dedalraim of prepare: (alter than axpayar) is based on an lntumvaticn dwhicm preparer
has any knowledge.

01109/08
Date Paid Preparers Signature

Laura Hoffman, Sr. Tax Accountant
Print Name

r702) 876-7039
Phone # Print Paid Preparer's Name

r

. A S I G N AT U R E  I S  R E Q U I R E D  T O  M AK E  T H I S  R E T U R N  V AL I D
Please send the original tax return with remittance 'm the envelope pzovlded to the address shown above.

Please make check payable to: CITY OF PEQRIA

Llc09TD1v01



City License # Period Covered
5012 December 2007

RETURNS DUE OUZOIDB MUST BE RECENED BY 01/31/0B TO AVOID
PENALTY AND INTEREST. POSTMARKS ARE NOT CONSIDERED.

|\
THIS RETURN IS DUE ON
THE boTH OF THE MONTHIl

Cchlrnn 1 CDlulT\11 2 Column 3 Colun'n 4 Column 5

Business Description Line BUS. Class Gross - Deducions = Net Taxable x Tax Rate = Tax Amour
CDNTRACTING 1 C
TRANSICOMM/UTIL 2 T 873,552.40 4,474.00 869,088.40 2.50% 21,727.21

3

4
5

6 I
7 PRIOR BALANCE 0.00

8 SUBTOTALTexas Cd. 5 Li11€S 1Through 7 21,727.21

9 ENTER EXCESS CITY TAX COLLECTED Pkxs {4» 0.00

tO GRAND TOTAL is l=) 21,727.21

11 PENALTY FUss (+ 0.00

12 INTEREST PMS (*) 0.00

13 NET AMOUNT DUE equate ('=) 21,727.21

14 ENTER TOTAL AMOUNT PAID 21,721.21

Docket No. G-01551A-07-0504
Attachment RCS-8
Page79 of 83

Sola Tax Department

1145s w GM4: Cenlur Dive. $14. 270

Avomdale. Arizona 853234808

DELINQUENT lF NOT PAID BY THE LAST

BUSINESS DAY OF THE MONTH.

9~'°Au1o-4/uxao Mac ssh 1o4»
SOUTHWEST GAS CORPORATION
PD sox sash LVC-435
LAS VEGAS NV 89193-B510

RETURN THIS FORM WITH
YOUR REMUTANCE TD:

CITY OF AVCNDALE
Sola: Tax DapannrsM
11455 w CWIC CUM!! Drlvo, Sm. 278
Avuhdah, Aliznoa15323-8881

SPECIAL NOTICE

- l1 r"l"'Place a check here and sign of
the bottom if you have no taxes to tile

Ural penalties of paficxy. I declare ulax I rsavauanmitmed this slum. indwng accompanying sd1a¢u4es and slaisrnenls. and to the nest d my
lznowlecga and belief n 8 true, cones: and enmpdele. Dewntlon ml p¢eparer(c!her lean iaxpayer)1s baser on al hlnfmalion d whig preparer
has any la1ovvle¢ge.

K
Taxpayersé ga

Laura Hoffman, Sr. Tax Accountant
Print Name

011091108
Date Paid Preparer's Signature

(702) 8764039
Phone# Print Paid Preparers Name

( )Check here if any changes in account slamtus and complete the back oflhls ram

A SIGNAWRE 15 REQUIRED TO MAKE THIS RETURN VALID
Returnoriginal with remittance inenvelope provided.

Please makecheck payable to: CITY OF AVONDALE
ffrwx4p»~. 1-oo>



STATE LICENSE NUMBER:

11 G09297-C

TAXPAYER IDENTIFICATION NUMBER.

0x ErN a sen 88008572
PERIOD BEGINNING:

o 40 1 2 o o 7
peRlooENDING!

04 a 0 200 7
DORUSEDNLY LABELED RETURN

POSTMARK DATE

LE

RECENED DATE

D One-Time On FinalI Amended Return £3 Multipage Recur

21-zzsa

SOUTHWEST GAS CORP
CIO TAX DEPT
PO BOX 9851 o
ms VEGAS, NV 89193-8510

10011009297C04051050
1 Address Changed

J

J

1(AJ
.8U$INE$5

DESCRIPTION

(B)
REGION
CODE

(C)
BUSINESS

CLASS

(D)

GROSS AMOUNT

(E)
DEDUCT!ON

AMOUNT

(F)
NET TAXABLE

AMOUNT

IG)

QTAX.RATE

(H)
TOTAL

TAX AMOUNT

0) :
354<3¢Qt9!4W*41G

.>=CRED!li?RATE

(J)
ACCOUNTING

cRepT

1 UTILITIES COC O04 162,8t7.77 162,877.77 .3Ei)67{23 10,953.53 ;~0=OOG560.2

z RETAIL COC 017 38.51 38.51 ..Qt)6?;§5 2.59 0.d0055b.

2 USE TAX COC 029 585.07 586.07 .ossoo 32.82 WA N/A

3 UTILITIES COH o04 2,579,581 .31 2,579,581 .31 208100 157,354,415 §b.000580

1 RETAIL CCH 017 0 11 }05100 0..000550

3 USETAX COH 029 573,698.39 573,598.39 ..05600 32,127.11 NJA N/A

3 UTILITIES GLA 004 423.57121 423,571.21 ;0seoo 27,955.70 .0.000560

9ETAlL GLA 017 D _06600. n 0.800550
3.5l/6,850.91 3,576 ,850.91 228,426.21

1

2 4 , Q 1 0 , 0 3 2 . 3 6

3 -

4 -

5 4 . 9 1 0 , 0 3 2 . 3 6

6 iv

7 al

8 D

9 4 , 9 1 0 , 0 3 2 , 3 3

10

11

12 4 , 9 1 0 , 0 3 2 . 3 6

13 cu

:.|..

DOR USE
s14 4,910,032.36

Under pena lt ies a l  pe r ju ry,  I  decla re  tha t  I  have  examined  th is re tu rn ,  includ ing  accompanying  schedu les and  sta tements,  and  to  the  best  o f  my
knowledge and be l ie f ]  i t  Is t rue ,  correct  and  comple te .  Decla ra t ion  o f  p reparer (o ther (Han taxpayer)  is based on  a l l  in fo rmat ion  o f  wh ich  p reparer has

a n y  kn o w le d g e .

P A I D  P R E P A R E R ' S  S I G N A T U R E  ( O T H E R  T H A N  T A X P A Y E R )

Ill lo?
DATE PAID PREPARER'S EIN OR SSNTAXPAYER'S S GNATURE

Laura Hoffman, Sr. Tax Accountant

TRANSACTICN PRIVILEGE, USE AND

SEVERANCE TAX RETURN ITPT-1 )
Arizona Department of Revenue
PO BOX 29010 PHOENIX, AZ 85038-9010

Docket No. G-01551A-07-0_04
Attachment RCS-8
Page 80 of 83 EFT FlLER

NGTE: TPT-1 RETURNS ARE DUE THE 20THDAY

OF THE FOLLOWING MONTH. FUR ASSISTANCE

CALL 602-255-2950 IN THE PHOENIX AREA.

QR STATEWIDE TOLLFREE 500 842-7196

TAXPAYER INFORMATION

TRANSACTIONDETAIL If mare renodirn- iinas are necessary nloasa attach continuation names. )

+

4-

+

+ AMENDED RETURN ONLY

AX COMPUTATION

1 Total deductions from Schedule A

2 Total Tax Amount (from column H)

8 State excess tax collected

4 Other excess tax collected

5 Total Tax Ljabilltyc Add lines 2. 3, and 4

6 Accounting Credit (from column J)

7 State excess tax accounting credit: Multiply line 3 by .01

8 Total Accounting Credit: Add lines s and7

9 Net tax due line: Subtract line8 from line 5

ID Penalty and interest

11 TPT estimate payments ro be use

12 Total amount due this period

13 Additional payment to be applied.(for other periods) +i

I 14 TOTAL AMOUNT REMITTED WITH THIS RETURN

Please make check payable to Arizona Depanznent of Revenue



|

J
BUSINESS

DESCRIPTION

(B)
REGION
CODE

(C)
BUSINESS

cu=ss GROSS AMOUNT

( 8 ) ( E l
DEDUCTION

AMOUNT

(F)
NET TAXRBLE

AMOUNT

(G)

TAX RATE

(H)
TOTAL

TAX AMOUNT

( 0
ACCGUNTING
CREDIT RATE

(J)
ACCOUNTWG

CREDIT
I U S E  T A X G l J \ 0 2 9 9 , 0 4 3 . 7 5 9 , 0 4 3 . 7 5 G 5 5 0 9 5 0 6 . 4 5 N I A N / A
7 U T l L [ T i E S G L P 0 0 4 3 2 , 3 4 9 . 5 5 3 2 , 3 4 9 . 5 5 . 0 6 6 0 0 2 , 1 3 5 . 0 7 0 . 0 0 0 5 6 0
s U T I L I T i E S G R A 0 0 4 1 , 3 2 2 , 4 5 0 . 4 9 1 , 3 2 2 , 4 5 0 . 4 9 . 0 6 1 0 0 8 0 , 5 7 0 . 0 9 o n o o s e o
I U T I L I T I E S G R N 0 0 4 1 3 6 , 2 8 8 . 2 0 1 3 6 2 8 8 . 2 0 . m e m o a , s 1 a s 8 01009560 l

3 R E T A I L G R N 0 1 7 an .osloo 0 . 0 0 0 5 6 0
5 U S E  T A X GRN 0 2 9 2 2 . 1 4 2 2 . 1 4 . 0 5 5 0 0 1 .24 N I A N I A
7 u T l L m E s L A C 0 o 4 2 9 , 1 4 2 . 8 8 2 9 , 1 4 2 . 8 8 .DBSOO 1 , 9 2 3  4 3 0 . 0 0 0 5 6 0

3 R E T A I L L A C 0 1 7 .O56OD 0 . 0 0 0 5 6 0

I U S E  T A X L A C O 29 0 _05BO0 N I A N I A

0 U T I U T I E S L A P 0 0 4 9 1 , 3 7 2 . 8 8 9 1 , 3 7 2 , 8 8 . 0 6 6 0 0 5 , 0 3 0 . 5 1 0 . 0 0 0 5 8 0

1 R E T A I L L A P 0 1 7 . 0 6 6 0 0 u 0 . 0 0 0 5 6 0

2 U T l L l T l E S M A H 0 0 4 9 0 , 3 6 5 . 0 8 9 0 , 3 6 5 . 0 8 . 0 6 3 0 o 5 , 6 9 3  0 0 0 . 0 0 0 5 5 0 I

3 R E T A I L M A H 0 1 7 . c s a o o 0 n 0 0 5 6 0

4 U S E  T A X M A H 0 2 9 . 0 5 6 0 0 N / A N / A
5 U T I L I T I E S M A O 0 0 4 5 9 . 4 1 4 1 6 5 9 , 4 1 4 . 7 6 . 0 6 3 0 0 3 , 7 4 3 . 1 3 0 : 0 0 0 s s 0

6 R E T A I L MAO 0 1 7 .os3aé 0 . 0 0 0 5 6 0

7 U S E  T A X M A O 0 2 9 . 0 5 5 0 0 - N / A N / A

8 U T I L I T I E S M A R 0 0 4 41 , 829. 621. 27 41 ,829,621 .27 . 0 5 3 0 0 2 , 6 3 5 , 2 5 5  1 4 0 . 0 0 0 5 5 0

9 R E N T A L - R E A L M A R 0 1 3 . 0 0 5 0 0 N / A N / A

o R E T A I L M A R 0 1 7 2 8 . 8 9 2 8 . 8 9 .  05300 1 . 82 0 . 0 0 0 5 5 0

1 U S E  T A X M A R 0 2 9 2 , 971 , 567 . B S 2,971 ,567 .86 . 0 5 6 0 0 1 6 6 , 4 0 7 . 8 0 N / A N / A

g
rAiL

'r -DE TAX

M A T 0 0 4 3 , 7 3 7 . 9 4 3 , 737 . 94 . 0 5 3 0 0 2 3 5 . 4 9 0 . 0 0 D 5 5 0

M A T 0 1 7 _ .OSSOO .  0 .000550 .

M A T 0 2 9 nr - .05600 -N/A N / A

5 U T I L I T I E S M O F D04 8 , 3 7 8 . 8 0 8 , 3 7 8 . 8 0 . 0 5 B 5 0 4 9 0 . 1 6 0 . 0 0 0 5 6 0 in

6 RETAIL M O F 0 1 1 . D 5850 N / A N / A

7 U T I L I T I E S M O H 0 0 4 8 2 6 , 7 4 1  3 7 825, 741 . 37 . 0 5 8 5 0~. 4 8 , 3 6 4 . 3 7 0 . 0 0 0 5 e 0

8 RETAIL M O H 0 1 7 - _ 0 5 8 5 0 43.000560

9 U S E  T A X M O H 0 2 9 9 7 , 9 7 3 . 2 1 9 7 , 9 7 3 . 2 1 . 0 5 6 0 0 5 , 4 8 6 . 5 0 N / A N / A

o U T I L I T I E S P A D 0 0 4 2 2 3 , 1 7 2 4 6 2 2 3 , 1 7 2 . 4 5 135100 1 3 , 6 1 3 . 5 2 10.000560

1 U T I L I T I E S P M A 0 0 4 17,400,128>B9 1 7 , 4 0 0 . 1 2 8 . 6 9 . . i ) S 100 1 , 0 6 1 _407.85 11.000550

2 U S E  T A X P M A 0 2 9 3 9 8 , 0 1 0 . 7 1 3 9 8 , 0 1 0 . 7 1 . 0 5 6 0 0 2 2 , 2 8 8 . 6 0 N / A N / A

3 U T I U T I E S P M N 0 0 4 18 , 745 . 41 1 8 , 7 4 5 . 4 1 .061DD 1 , 1 4 3 . 4 7 0 . 0 0 0 5 6 0

4 R E T A I L P M N 0 1 7 . D 6100 0 3 0 0 0 5 6 0

5 U S E T A X P M N 0 2 9 U . 0 5 6 0 D N I A N / A

J b t o t a l . . s s , s 4 8 , 5 e e . a 4 - 6 5 , 5 4 8 , 5 B 8 . 3 4 4 , 0 6 3 , 7 2 2 . 3 2

° an sact i o n  P r i v i l eg e ,  Use,  an d  S everan ce T ax Retu rn  (T P T -1  )

D o c k e t  N o .  G - 0 1 5 5 1 A - 0 7  0 5 0 4
A t t a c h m e n t  R C S - 8

u c E n s i ' 9 a ¢  8 1  ° f 8 3 1 1  0 0 9 2 9 7 - C

= A C T l O N  O E T A » L  ( A D D I T I O N A L  T R A N S A C T I O N S )

IIDOR 204045 uvw)
P a g e  2
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1

3

3

r
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BUSN ESS

oEscR»pT»on

(B)
REGION
CODE

(C)
BUSINESS

CLASS GROSS AMOUNT

(0) (E)
DEDUCTION

AMOUNT

(F)
NET TAXABLE

AMOUNT

(G)

TAX RATE

(H )
TOTAL

TAX A MOUNT

m
ACCDUNTING
CREDIT RATE

IJ)
ACCOUNTING

CREDIT

uT1uTtEs PMT 004 131650.60 13,650.00 .051o0 832.55 0.000560
USE TAX PMT 029 4 1 .OSEGO NIL N/A
UTILITIES PNA O04 27,45909 27,459.09 .06600 1,81230 .onoo5ao
REVAIL PNA O17 .o6soo 0.000560

USE TAX PNA 029 .0se00 mA NIA
UTILITIES PNH D04 41 ,28924 41.28924 .06600 2,725.09 CLDDGSBO

RETAIL PNH 017 .0seo0 A 0.000560

USE TAX PNH 029 _05600 .n/A NIA

9 UTILITIES PNL 0o4 2,744.491 .87 2.,7*h4,491.67 :88600 179,15645 0.600550

0 RETAIL PNL 017 .06600 0.000560

1 USE TAX PNL 029 641.111 81 641,111.51 .056oo 35,902.25 .N/A N/A

2 UTILITIES YMA 004 1 ,s07,z64.6a 1507,264.63 .06700 107,686 73 0.000568

3 RETAIL YMA 017 99.85 99.85 .06700 6.69 0.000580

4 USE TAX YMA 029 657,497.86 657,497.86 .05600 37,379 88 WA NIA

5 APACHE JUNCT AJ tot .022o0 N/A NIA

6 APACHE JUNCT AJ 001 246,026.56 246,026.55 .03200 7,872.85 NIA N/A

7 BISBEE 88 000 196,99000 196,990.00 .02500 4,924.75 NIA NIA

8 BUCKEYE BE 000 10,798.00 10.798.00 ,o2ooc 215.96 NIA N/A

9 BULLHEAD CIT BH D00 14,357.50 14,357.50 .02000 287.15 NIA N/A

.0 BULLHEAD CIT BH 002 97,973.50 97,973.50 .O2000 1,959 47 N/A N/A

:1 BENSON BS tot 10.53e.a0 '\0.536.8D .02500 263.42 N/A NfA

2
4 IFTON

_,ASA GRANDE

CA 000 158,241.00 158,241.00 .03000 4,747.23 N/A N/A

CF 000 65,475.67 65,475.67 .03000 1 ,96427 NIA N/A

CG 000 .01800 NIA N/A

-5 CASA GRANDE CG 0G1 8,104.50 8,104.50 _02000 162.09 WA N/A

*6 CASA GRANDE CG 002 u .02000 Lu N/A NIA

»7 CAVE CREEK CK 0o1 94,572.67 94,572.67 .O3000 2,837.18 NIA N/A

'8 CAVE CREEK CK 002 (11 ,442.80) (11 ,442.80) .02500 (28G.D7 NIA N/A

'Q CGOLIDGE CL O00 106,179.67 106,179.57 .u3ooo 3,185.39 N/A N/A

;0 COOL! DGE CL O02 n _03000 u N/A N/A

11 DOUGLAS DL O00 a25,s90.80 325,690.80 .02500 8,142.27 N/A N/A

;2 DOUGLAS DL 002 2,429.60 2,429.60 ~.02s00 60.74 N/A N/A

la ELOY EL 000 130,272.33 130,272.33 mono 3,908.17 NIA N/A

la EL MIRAGE EM 000 166,551.67 186,551.67 .03000 4.99655 N/A N/A

15 FOUNTAIN HILL' FH O00 245.141.15 245,141.15 .02500 6,373.67 N/A N/A

ubmtan. Lu 7,580,7E2.57 7,580,752,53 417,117_13

'ansaction Privilege, Use, and Severance Tax Return (TPT-1)

Docket No. G-01551A-07-0504
Attachment RCS-8

LlCENSEH¢Qe 82 o f  8311 00929741

'SACTION DETAIL (ADDiTiONAL TRANSACTIONS)

I

noon zmnaa /I lm) Page 3



3
Busyness

DESCRIPTiON

(B)
REGION
CODE

(C)
BUSINESS

CLASS GROSS AMOUNT

(D) (E)
DEDUCTION

AMOUNT

(P)
NET TAXABLE

AMOUNT

(G)

TAX RATE

(H)
TOTAL

TAX AMOUNT

(U
A c c o u n r l n G
CREDIT RATE

( J I
ACCOUNTiNG

CREDIT
1 F L O R E N C E F L 0 0 0 2 3 4 , 8 2 5 . 0 0 2 3 4 , 8 2 5 . 0 0 ,oéooci 4 , 5 9 6  s o N / A N I A
2 G I L Q E R T G B 0 0 0 1 . 8 5 8 . 1 9 2 . 6 7 1  , 85B , 192 , 67 D 1 5 0 0 2 7 , 8 7 2 . 8 9 N I A N / A
3 G I L A  B E N D G I 0 0 0 2 7 , 0 6 4  3 3 2 7 , 9 6 4 . 3 3 ,oslo 8 1 1 . 9 3 N / A hA
4 G L O B E G L 0 0 0 2 0 9 , 0 0 9 . 5 0 2 0 9 , 0 0 9 . 5 0 8 2 0 0 0 4 , 1 8 0 . 1 9 N / A N / A
5 G U A D A L U P E G U 0 0 0 5 0 . 9 9 0 . 0 0 5 0 , 9 9 0 . 0 0 ; o 3 o o r i 1 , 5 2 9 . 7 0 N I A N/A
8, G O O D Y E A R G Y O 0 0 1 , 0 2 4 , 3 0 9  0 0 1 , 0 2 4 , 3 0 9  0 0 . 0 2 0 0 0 20,486.1 B N / A N / A
7 HUACHUCA CIT H C 0 0 0 6 0 0 . 0 0 6 0 0 . 0 0 .moo 9 . 0 0 N I A NJA
B K E A R N Y K N 0 0 0 721 .20 721  . t o _D250D 1 8 . 0 3 N / A N / A
9 L ! T C H F lE L D  P L P 0 0 0 4 , 5 5 5 . 0 0 4,555.047 . 020D 0 9 1 . 1 0 N / A N f A
0 M A R A N A M A 0 0 0 ¢ . 0 2 0 0 0 N / A N / A
1 M A R A N A M A 0 0 4 5 0 4 , 8 4 0 . 5 0 5 0 4 , 8 4 0 . 5 0 . 0 4 0 0 0 2 0 , 1 9 3 . 5 2 N / A N I A

2 M A M M O T H M H 0 0 o l . 0 2 0 0 0 N / A N / A

3 M I A M I M M o 0 0 . 0250O N / A N / A

4 M A R I C O P A M P 0 0 0 4 6 3 . 3 9 6  0 0 4 6 3 , 3 9 6 . 0 0 . 02D 00 8 2 6 7 , 9 2 N / A NI A

5 O R O  V A L L E Y O R 0 0 0 828 . 3B 0 . 50 8 2 B  3 8 0 . 5 0 . 0 2 0 0 0 1 5 , 5 5 7 . 6 1 N / A N I A

6 P A G E P G t o o 1 5 4 , 8 4 0 . 3 3 1 5 4 , 8 4 0 . 3 3 .03DO0 4 . 8 4 5 2 1 N / A N / A

7 P A G E P G 0 0 2 5 8 6 .0 0 586100 . n 3 o o o 1 7 .5 8 N / A N / A

- 8 P A R K E R PK 0 0 0 6 8 , 6 1 7 . 5 0 6 8 , 6 1 7 . 5 0 , 0 2 0 0 0 1 , 3 7 2 . 3 5 N / A N I A

, g P A R K E R P K 0 0 3 D , o s 0 o b N / A N / A

Z0 P A R A D I S E  V A L P V 0 0 0 9 , 705 . 45 9 , 7 0 5 . 4 5 . m e s a 1 6 0 . 1 4 N / A N / A

21 Q U E E N  C R E E K Q C 0 0 o 1 7 7 , 2 7 6 . 0 0 1w.275,w , 020o o 3 , 5 4 5 . 5 2 N / A N I L

; 2

` P E R IO R

, J M E R T O N

S A 0 0 0 2 6 2 , 0 6 6 . 5 0 2 6 2 , 0 6 6 . 5 0 . 0 2 0 0 0 5 , 2 4 1 . 3 3 N / A N I A

S I 0 0 0 58 , 696 . 00 5 8 , 5 9 6 . 0 0 . 0 2 0 0 0 1 . 1 7 3 . 9 2 N/ A N / A

S O 0 0 0 7 , 727 . 20 7 , 7 2 7 . 2 0 . 0 2 5 0 0 1 9 3 . 1 8 N / A NIA

Zs S U R P R I S E S P 0 0 0 1 . 213 , 058 . 18 1,2133058.  18 . 0 2 2 0 0 2 6 , 6 8 7 . 2 8 N I A N / A

ZN S I E R R A  V I S T A S R 0 0 0 . 0 1 7 5 0 N/A N / A

Z7 S I E R R A V l 5 T A S R 0 0 2 571 .268.57 5 7 1  , 2 6 8 5 7 . 0 1 7 5 0 9 , 9 9 7 . 2 0 N I A N / A

Z8 S I E R R A  V ! S T A S R 0 0 8 8 9 s . 8 4 6 . 0 0 8 9 6 , 8 4 6 . 0 0 . 0 2 0 o 0 1 7 , 9 3 6 . 9 2 N / A N/A

ZN S O U T H  T U C S O n S T 0 0 0 8 9 , 3 9 9 . 2 0 8 9 , 3 9 9 . 2 0 . 0 2 5 0 0 2 , 2 3 4 . 9 8 N / A N I A

so SAN LUiS S U t o o 1 2 , 3 0 5 . 7 1 1 2 , 3 0 5 . 7 1 . 0 3 5 0 0 4 3 0 . 7 0 N/ A N I A

31 T O L L E S O N T N 0 0 0 6 4 . 0 3 2 5 0 5 4 , 0 3 2 . 5 0 . 0 2 0 0 0 1 , 2 8 0 . 5 5 N I A N / A

so T O M B S T O N E T S 0 0 0 . 0 2 5 0 0 N I A N I A

33 w l c K E n a u R < s W B 0 0 0 1 2 8 , 6 8 5 . 8 8 1 2 8 , 6 8 5  8 8 . 0 1 7 0 0 2 , 1 8 7 . 6 6 N I A N I A

34 W I N K E L M A N W M 0 0 o b . 0 3 5 0 0 N / A N / A

35 W E L L T O N W T 0 0 0 6 . 7 0 8 8 0 6 , 7 0 8 . 8 0 , 0 2 5 0 0 1 6 7 . 7 2 N / A N / A

36 Y U M A Y M 0 0 0 9 8 7 , 2 8 4 . 1 2 9 8 7 , 2 8 4  1 2 . 0 1 7 0 0 1 6 , 7 8 3  8 3 N I A N / A

av Y O U N G T O W N Y T 0 0 0 4 9 , 2 9 3 . 0 0 4 9 , 2 9 3 . 0 0 . 0 2 0 0 0 9 8 5 . 8 6 N / A N / A

-subtota l. . 9,4-35,280.64 9 , 965 , 2B D. 64 2 0 0 , 7 6 6 . 7 0

t ran sact i o n  Pr i v i l eg e,  Use,  an d  Severan ce T ax Retu rn  (T PT -1  )

D o c k e t  N o .  G ~ 0 1 5 5 1 A - 0 7 - 0 5 0 4
A t t a c h m e n t  R C S - B

L 1 c E n s p s g e  8 3  o f  8 3 1 1  0 0 9 2 9 7 - C

" S A C T I D N  D E T A I L  ( A D D I T I O N A L T R A N S A C T I O N S I
f A \

I

AnoR2o4ol6huoa) P a g e  4
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION

DOCKET no. G-01551A-07-0504

My Testimony in this proceeding addresses a number of issues related to Southwest Gas
Corporation's ("Southwest") purchased gas adjustor ("PGA") mechanism. Southwest has
proposed to change the size of the band on the monthly PGA rate and my testimony provides
Staff' s analysis and recommendations regarding this and other PGA mechanism issues.



Direct Testimony of Robert Gray
Docket No. G-1551A-07-0504
Page 1

1 INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

My name is Robert G. Gray. I am an Executive Consultant HI employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff"').

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.5

6

7 Q- Briefly describe your responsibilities as an Executive Consultant III.

8

9

10

In my capacity as an Executive Consultant HI, I conduct analysis and provide

recommendations to the Commission on natural gas and other utility matters. A copy of

my resume is attached as Schedule RGG-1.

11

12 Q- What is the scope of this testimony?

13

14

This testimony will address Southwest Gas Corporation's ("Southwest") purchased gas

adj Astor ("PGA") mechanism.

15

16 Q- Have you reviewed the testimony of Southwest Witness Frank Maglietti in regard to

the PGA mechanism?17

18 Yes. I have reviewed his testimony and will discuss his proposed change to the PGA

mechanism as pair of my testimony.19

20

21 PURCHASED GAS ADJUSTOR

22 Q- Please discuss the functioning of the PGA mechanism in recent years.

23

24

25

26

A.

A.

A.

A.

A.

At the time the currently effective PGA mechanism was initially implemented in June

1999, natural gas prices had been relatively low and stable for a number of years. Shortly

following implementation, significant changes took place in natural gas markets, leading

to higher and more volatile natural gas prices which have made the last five years difficult
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Page 2

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

for regulators, local distribution companies, and consumers of natural gas. Recent years

have also provided a stem test of various aspects of the PGA mechanism. Staff believes

that in general the PGA mechanism as currently designed and operated has worked well,

given the difficult circumstances of recent years. A PGA mechanism by nature

determines the manner in which costs are passed through to customers, including such

issues as timing and structure of such pass diroughs. In a market where the underlying

commodity cost has risen from around $2.50 per mmbtu to $6.00 or so in recent years, any

PGA mechanism is going to reflect those higher costs, which will be passed through to

customers in some fashion, the only variance being the manner in which the rising costs

are passed along to customers. No PGA structure can change the underlying fact that

natural gas prices and price volatility have increased dramatically in recent years. In

general, Staff believes that the current PGA mechanism reasonably balances the interest in

shielding customers from price volatility with the competing desire to at least to some

extent send a price signal to customers regarding the changing level of the underlying

commodity costs. Nonetheless, it is a worthwhile exercise to evaluate the on-going

operation of the PGA mechanism and whether adjustments are warranted. Southwest has

recommended a change to the PGA mechanism, and my testimony below discusses this

proposed change and other PGA issues Staff has reviewed.

19

20 Q- How does the PGA bandwidth aspect of the PGA mechanism work?

21

22

23

24

As currently configured, the PGA bandwidth limits the movement of the monthly PGA

rate over a 12-month period. The current PGA bandwidth of $0.13 per then means that

each month when a new PGA rate is calculated, the new monthly PGA rate cannot be

more than $0.l3 per therm different than the monthly PGA rate in any of the previous 12

25 months.

26

A.
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1 Q. Please discuss the history of the PGA bandwidth.

2

3

4

When the general PGA mechanism framework now in place was implemented in 1999,

the PGA bandwidth was set at $0.07 per therm for Arizona natural gas local distribution

companies ("LDCs"). Given the predominantly low and stable natural gas prices through

the 1990s, it was generally expected that a $0.07 per therm bandwidth would not come

into play very often. However, shortly thereafter the price of natural gas rose significantly

and became much more volatile, resulting in the PGA bandwidth often limiting the

movement of the monthly PGA rate for periods of time. In Decision Number 62994

(November 3, 2000), the Commission expanded the PGA bandwidth for Arizona LDCs,

including Citizens Utilities Arizona Gas Division (UNS' predecessor) to $0.10 per therm.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

2.0

21

Since that Decision the Commission has changed the PGA bandwidth in individual LDC

rate cases several times. In Southwest Gas' rate case that concluded in February 2006, the

Commission expanded Southwest's PGA bandwidth to $0.13 per then. In Duncan Rural

Services' rate case that was concluded in March 2006, the Commission expanded

Duncan's PGA bandwidth such that the monthly PGA rate can change up to $0.10 per

then per month, providing the opportunity for the PGA rate to change up to $1.20 per

then per year. In approving the significant expansion of the PGA bandwidth for Duncan,

the Commission cited Duncan's small size and considerable financial constraints. Most

recently the Commission expanded the PGA bandwidth for UNS Gas to $0.15 per therm

in Decision Number 7001 l (November 27, 2007).

22

23 Q. Has Southwest proposed a change to the current PG A bandwi d t h  o f  $0 . 13  per

24 therm?

25 Yes. Southwest has proposed that the PGA bandwidth be expanded to $0.24 per therm.

26

A.

A.
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1 Q- Please discuss Southwest's proposal regarding the PGA bandwidth.

2

3

4

5

6

Southwest's proposal to expand the PGA bandwidth to $0.24 per therm would allow the

monthly PGA rate to automatically track Southwest's changing cost of natural gas more

fully than currently is the case, but would also potentially subj act customers to a $0.24 per

therm rate increase without any formal Commission review or approval. For comparison

purposes, the $0.24 per therm swing is approximately one sixth the size of the total

currently effective per therm residential rate as of December 2007.7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

When the PGA bandwidth was initially implemented in 1999, the purpose was to provide

a reasonable range for movement of the monthly PGA rate that would capture the

changing cost of gas in most instances and also limit the exposure of customers to an

automatically changing PGA rate within a one-year period. In the end, to some extent

even a PGA bandwidth is limited in its protection of customers, as if gas costs reach a

high enough level, Southwest can apply for a temporary PGA surcharge to capture the

higher costs that did not fall within the existing bandwidth. In such cases, the nature of

the PGA surcharge would be subject to Commission review and approval, providing

additional oversight before large gas cost increases are passed along to customers. The

previous expansion of the bandwidth from $0.07 to $0.10 and then to $0. 13 per then was

a recognition that additional flexibility in movement of the monthly PGA rate was needed,

while balancing the need to still provide protection for customers from large automatic

changes in rates.

22

23

24

25

26

A.

By nature perspectives on the size of the PGA bandwidth are influenced by the volatility

of the natural gas market in recent years. When natural gas markets are seeing a high

level of volatility, as was seen in the price rufus in l999~2000 and as a result of

Hurricanes Rita and Katrina in 2005, an argument can be made that the bandwidth needs
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1

2

3

4

5

6

7

8

to be expanded significantly. By contrast,  since natural gas prices moderated after the

2005 hurr icane impacts ran their  course,  natural gas prices,  while hardly a model of

stability, have :fluctuated in a more moderate fashion than during prior recent periods.

Looking at Southwest's monthly PGA rate, it  has not been constrained by the existing

$0.13 per therm bandwidth since February 2007, when the 12 month average cost was still

reflecting hurricane-related events of late 2005. The February 2008 monthly PGA rate is

approximately six cents different than the monthly PGA rate in February 2007, indicating

that at the present moment, there is still some unused flexibility within the existing $0.13

per therm bandwidth. However, a significant run-up in natural gas prices could quickly

change this circumstance.

9

10

11

12 Q- What is Staff's recommendation for Southwest's PGA bandwidth?

13

14

15

16

17

18

19

20

Staff is cognizant of Southwest's desire for greater flexibility in the PGA bandwidth as

well as the need for some amount of checks and balances in how gas costs are passed on

to customers,  particularly in times when gas prices are high and volatile.  In the most

recent case involving the PGA bandwidth, the recent UNS Gas rate case, the Commission

set the bandwidth level to $0.15 per therm. Staff believes that expanding Southwest's

PGA bandwidth to $0.15 per therm would be a reasonable balancing of company and

consumer interests and is consistent with the Commission's recent action on this issue for

Arizona's other large LDC.

21

22 Q. Did the Company file testimony regarding the PGA bank balance threshold?

23 No.

24

A.

A.
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1 Q- Why is Staff addressing the PGA bank balance threshold issues in its testimony?

2

3

4

Both the Commission and the Company have gained additional experience with the PGA

mechanism, including the thresholds in recent years, leading to a better understanding of

what changes might be made to improve the mechanism. Additionally, a rate case is the

proper place to address changes to the fundamental mechanics of the PGA mechanism,

and this issue was addressed, and changes made, to the PGA bank balance threshold in the

recently concluded UNS Gas rate case. Staff believes the circumstances in this case for

Southwest are similar to the circumstances in the recent UNS Gas case in regard to the

PGA mechanism, and thus Staff believes this is an opportune time to further refine the

threshold levels in the PGA mechanism.

5

6

7

8

9

10

11

Q- Please describe the function of the PGA bank balance threshold within Southwest's12

13 PGA mechanism.

14 The PGA bank balance threshold identifies the bank balance level, whether over-collected

15

16

17

18

19

20

or under-collected, where Southwest is required to take action at the Commission to either

address the over- or under-collection, or explain why they should not do so at that given

point in time. For Southwest's PGA mechanism, the bank balance threshold was initially

set at $22.4 million by the Commission in Decision Number 61225 (October 30, 1998).

Subsequently, the Commission expanded the PGA bank balance threshold to $29.2 million

in Decision Number 68487 (February 23, 2006).

21

22 Q. Please discuss why the bank balance thresholds were initially created in 1998 and

23 1999.

24

25

26

A.

A.

A.

At the time the thresholds were initially created, they were created to ensure that PGA

bank balance levels did not reach very high levels without any action being taken by the

utility. In essence they were a trigger to ensure that the utility and the Commission were
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1

2

3

4

aware of and would take action as needed to address the balance. At the time, the initial

threshold levels were set at points where it was expected that they would only rarely be

breeched. This assumption was based upon the history of natural gas prices through the

1990s, when prices were relatively low and stable. Since the initial implementation of

these thresholds, the PGA barlk balance level has shown much greater volatility than was

seen historically, with changes from month to month at times approaching die size of the

threshold. The result is that utilities have exceeded the thresholds relatively often in the

last 6-7 years. In light of these circumstances, Staff believes that reconsideration of the

PGA bank balance threshold levels is warranted at this time.

5

6

7

8

9

10

11 Q-

12

How do you believe the threshold on undercollected PGA bank balances should now

be approached?

13

14

15

16

17

18

19

20

21

In recent years, LDCs that have filed for PGA surcharges have often made such filings

before actually reaching the threshold, in anticipation of breeching the threshold in the

near future. LDCs have always had the flexibility to tile for a PGA surcharge (or credit)

at any time as they see fit. With much higher and more volatile natural gas prices in

recent years, both the Commission and LDCs are keenly aware of changes in the PGA

bank balance and natural gas market conditions. For a larger LDC like Southwest, the

Company regularly projects a variety of PGA numbers, including baM balances. Staff

believes that these circumstances argue for a change in how the threshold on

undercollected PGA bank balances is viewed.

22

23

24

25

26

A.

A review of the month to month change in the PGA bank balance is also helpful in

assessing the amount of change that has taken place in the PGA bank balance in recent

years. Schedule RGG-2 contains a graph of Southwest's PGA bank balance since January

2002 and a graph of the raw size of the change in the PGA bank balance each month.
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1

2

3

4

5

6

7

8

9

10

11

Since January 2002, the largest one month change in the PGA bank balance was

approximately $27.4 million, from the end of January 2006 to the end of February 2006.

A total of six months showed a change of over $20 million from the previous month

between January 2002 and December 2007, with an additional four months with swings of

between $10 million and $20 million. A review of the cumulative change over a seasonal

timeframe shows the largest change over a three month period was Hom January 2002 to

April 2002, when the PGA bank balance changed by a total of almost $69 million. Given

this history of large PGA bank balance swings, retention of the current, relatively small

threshold levels indicates the Commission is likely to continue to see filings from

Southwest to address PGA bank balance levels on a regular basis if there is substantive

market volatility. .

12

13 Given these circumstances, Staff believes that for Southwest, the Commission should

14

15

16

17

18

19

20

21

22

23

24

25

26

consider eliminating the bank balance threshold in relation to under-collected PGA bank

balances. Given high and volatile natural gas prices that appear likely to continue in the

near term future, both the Commission and Southwest carefully monitor the functioning of

Southwest's PGA, including the changing size of the PGA bank balance. Further,

Southwest and other LDCs have shown a strong interest in addressing undercollected

PGA bank balances on a timely basis, so it is unlikely that Southwest's undercollected

PGA bank balance would grow to very large proportions without action by the Company.

Elimination of the threshold on undercollections would, in essence, provide the utility

with the discretion to apply for a PGA surcharge when it believes such an action is

warranted, while also providing the flexibility for Southwest to avoid such an action if the

Company believes changing market conditions do not require such a filing. Staff believes

that elimination of the threshold on undercollected PGA bank balances would result in a

more smooth operation of the PGA, given the relatively common sizable monthly
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1

2

3

movements of the PGA bank balance, that at times exceed the size of the threshold itself.

Staff therefore recommends elimination of the currently effective threshold on

undercollected PGA bank balances.

4

5

6

Q- Has the Commission addressed the issue of the threshold on undercollected PGA

bank balances recently?

7

8

9

10

Yes. In the recent UNS Gas rate case, the Commission approved elimination of the

threshold on underoollected PGA bank balances, an action that was supported by both

Staff and UNS Gas.

11 Q-

12

How does Staff believe that the threshold on overcollected PGA bank balances

should be treated?

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A.

While Staff believes that much of the previous discussion of the threshold on

undercollected PGA bank balances also applies to overcollections, there is an additional

public interest aspect to avoiding the growth of an overcollected PGA bank balance to

exorbitant levels. On the other hand, provision for Southwest to carry an overcollection of

some size can help provide a cushion to customers when natural gas market prices rise

significantly, as has happened a number of times in recent years. Under the current

threshold level, a sizable increase in natural gas market prices will likely result in

Southwest swinging to a sizable undercollected PGA bank balance, even if they had a

bank balance close to the current threshold requiring Southwest to take action. The

current threshold level for overcollections of $22.4 million is sufficiently small that

Southwest could conceivably exceed the threshold, appear before the Commission to

implement a credit, and see their balance swing to a sizable undercollection in a short

period of time, with Southwest still paying out the credit. Additionally, given volatile

market conditions and the size of changes Southwest customers have seen over the past
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1

2

3

years, a refund over a one year period of $22.4 million over Southwest's customer base is

a relatively small amount per therm, approximately $0.04 per therm, given recent sales

levels.

4

5

6

7

8

9

10

11

12

Staff believes that the cushioning benefit of having a higher threshold level on

overcollections, in addition to the administrative efficiency of not having a threshold level

that can be easily exceeded in a month, argues for increasing the threshold level on

overcollections substantially. The proper size of such an increase is not entirely clear. In

the recent UNS Gas rate case, the Commission increased die overcollection threshold from

$4.45 million to $10 million. Staff believes that such an increase reflects the increased

bank balance volatility, the administrative efficiency of refunding relatively small per

therm amounts and the growth in customers and sales experienced by UNS Gas.

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The $10 million threshold adopted for UNS Gas represented a level of approximately

$0.09 per therm of total gas sales in 2006 for UNS Gas. Staff believes the approach

applied to UNS Gas in setting its overcollected threshold would also be reasonable to

apply to Southwest. Application of the same approximately $0.09 per therm of annual

sales for Southwest would result in an overcollected threshold of $55.78 million. Staff

believes that increasing the overcollected threshold for Southwest to $55.78 million is

reasonable given Southwest's size and on-going market conditions and recommends

adoption of such a level by the Commission. At such a level, Southwest could have a

sizable cushion for customers against a run up in market prices, while still providing

substantial relief to customers when the higher threshold level is breeched. Staff believes

that such a higher threshold is both administratively more efficient given significant

market volatility, and provides the possibility of a substantive cushion for movement in

the PGA bank balance toward an undercollection before customers would be likely to face
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1 a PGA surcharge. Therefore Staff recommends that the PGA bank balance threshold for

overcollections for Southwest be set at $55.78 million dollars.2

3

4 Q. What does Staff believe the net effect of these proposed changes to the PGA bank

balance threshold will be?5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Staff believes that over time these changes would result in fewer filings with the

Commission to implement temporary PGA surcharges and credits and would provide

Southwest with additional flexibility to manage its PGA bank balance, including the

opportunity to time PGA surcharge filings with the Commission to the specific

circumstances at a given time. For example, currently Southwest is required to come to

the Commission to address an undercollected bank balance within specific times frames,

even if addressing the PGA bank balance at that time could lead to a surcharge during the

coldest months of the winter heating season. Under Staffs proposal, Southwest would

have the opportunity to wait until the spring to file for a surcharge, or could, in its own

judgment, determine that market conditions are such that it believes a surcharge isn't

necessary to pursue at all. While natural gas prices have shown some amount of stability

in the last couple years, underlying market conditions make it likely that in the near term

future natural gas prices will again experience episodes of significant upward price

volatility. Staffs proposals will better position Southwest to weather such episodes, while

maintaining necessary protections for Southwest's customers.

21

22 Q-

23

Southwest has proposed a number of revenue decoupling mechanisms in this case.

Would those mechanisms have any impact on the PGA mechanism of they were

24 adopted?

25 Staffs opposes

26

A.

A.

the introduction of Southwest's proposed revenue decoupling

mechanisms, as discussed in Staff Witness Frank Radigan's testimony. Southwest's
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

revenue decoupling proposals could potentially impact the design of Southwest's rates.

Because customers would pay a different gas cost per therm for different portions of their

consumption under Southwest's rate design-related decoupling proposal, the existing PGA

mechanism where a single per therm monthly PGA rate is calculated based on a 12-month

rolling average would have to be changed. Given the different gas cost numbers for

different usage levels, it is likely that a new PGA mechanism reflecting different tiers of

gas cost would be more complicated and less understandable to customers. Introduction

of revenue decoupling would also impact at least some of the numbers that are reported in

the monthly PGA reports the Commission receives. Staff recommends that if any form of

revenue decoupling is adopted in this case, that Southwest review the monthly PGA report

and work with Staff to implement any needed changes to the report. Staff further

recommends that prior to any introduction of the rate design decoupling mechanism, that

Southwest address issues regarding how the decoupling rate design would change the

functioning of the PGA mechanism and receive Commission approval of a proposal to

change the PGA mechanism to reflect these new circumstances.

16

17

18

SUMMARY OF RECOMMENDATIONS

Q. Please summarize your recommendations.

19

20

A. My testimony includes the following recommendations:

21 The bandwidth on the monthly PGA rate should be expanded to $.015 per then.

22

23

24

The threshold on the PGA bank balance for undercollected balances should be

eliminated.

25

2.

1.
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1

2

The threshold on the PGA bank balance for overcollected balances should be set at

$55.78 million.

3

4

5

6

If a revenue decoupling mechanism is adopted in this case, Southwest should

review its monthly PGA report and work with Staff to adjust the report as

necessary to reflect changes resulting from revenue decoupling.

7

8

9

10

11

5. Prior to any introduction of the rate design decoupling mechanism, Southwest

must address issues regarding how the decoupling rate design would change the

functioning of the PGA mechanism and must receive Commission approval of a

proposal to change the PGA mechanism to reflect these new circumstances.

12

13 Q- Does this conclude your Direct Testimony?

14 A. Yes, it does.

4.

3.
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPOR.ATION

DOCKET NO. G-01551A-07-0504

My Surrebuttal Testimony addresses a number of issues related to Southwest Gas Corporation's
("Southwest") purchased gas adjustor ("PGA") mechanism and responds to the Rebuttal
Testimony of Frank Maglietti and Brooks Corydon on these issues.
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1

2

INTRODUCTION

Q-

3

4

Please state your name, occupation, and business address.

A. My name is Robert G. Gray. I am an Executive Consultant HI employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

Q~ Are you the same Robert Gray that filed Direct Testimony in this proceeding?

Yes.

5

6

7

8

9

10

11

12

Q- What is the scope of this Surrebuttal Testimony?

13

My testimony responds to outstanding issues related to the purchased gas adjustor

("PGA") mechanism raised M the testimony of Southwest Gas ("Southwest" or

"Company") Witnesses Frank Maglietti and Brooks Corydon.

14

15

16

17

18

PURCHASED GAS ADJUSTOR

Mr. Maglietti's Rebuttal Testimony continues to recommend adoption of a $0.24 per

therm bandwidth for the PGA mechanism. Please comment.

Q-

19

20

21

22

23

24

25

26

A.

A.

A. The current PGA bandwidth is $0.13 per therm. Staff has proposed increasing the

bandwidth to $0.15 per therm, while the Company has proposed an expansion to $0.24 per

therm. Staff continues to believe that a $0.15 per therm bandwidth is appropriate in this

case. As discussed in detail in Staffs Direct Testimony, setting the PGA bandwidth

represents the balancing of a number of competing goals regarding how Southwest's

commodity costs are passed through to customers. While Staff understands the

Colnpany's interest in a broader bandwidth, providing more room for the monthly PGA

rate to adjust automatically, this interest must be balanced with the Commission's interest

in having oversight and involvement in situations where natural gas costs, and therefore
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1

2

3

4

natural gas rates, are increasing significantly. The $0.15 per therm level is approximately

10 percent of Southwest's overall residential per therm rate. Thus, Southwest's rates can

change approximately 10 percent in a 12 month period without specific Commission

action. Staff believes it is reasonable for the Commission to play a more active role in

situations where rates would increase by more than 10 percent within a calendar year and

therefore Staff continues to recommend a PGA bandwidth of $0.15 per therm.

l

5

6

7

8

9

10

11

12

Q- Mr. Corydon's Rebuttal Testimony discusses how the PGA mechanism would

interact withSouthwest's revenue decouplingrate designproposal. Please discuss.

13

14

15

16

17

18

19

20

Mr. Congdon indicates that the PGA mechanism would not be impacted by the revenue

decoupling rate design proposal. While Staff opposes SWG's revenue decoupling

proposal for the reasons discussed in Staff witness Radigan's testimony, Staff continues to

believe that in some fashion the PGA mechanism would need to be adjusted if a revenue

decoupling mechanism is adopted. Under the current PGA mechanism, a single monthly

PGA rate is calculated each month. This single monthly PGA rate is then applied to all

terms consumed by Southwest customers, with several isolated exceptions such as

initiation customers and special contracts.

21

22

23

24

25

26

A.

In a circumstance where Southwest's revenue decoupling rate design is implemented,

there would be a different, quite low, monthly PGA rate applied to the first block of usage,

and a second, much higher, monthly PGA rate applied to the second block of usage. Mr.

Congdon's testimony discusses how the change in the monthly PGA rates from month to

month can be accommodated by the existing PGA mechanism. But the main purpose of

the existing PGA mechanism is not to calculate a change in rates per month. Rather, it

calculates a new total per therm monthly PGA rate to be applied to all hills in a given

month. And under Southwest's revenue decoupling rate design proposal, there would now



Surrebuttal Testimony of Robert Gray
Docket No. G-1551A-07-0504
Page 3

l

2

3

4

5

6

be two monthly PGA rates (one for the first block and one for the second block), rather

than one. While the differential between these two rates would likely be ired as part of

Southwest's proposed revenue decoupling rate design, Ir still is not clear how Southwest

would expect to calculate the actual levels of the two new monthly PGA rates each month.

This is yet one of the many concerns Staff has with the Company's proposed revenue

decoupling mechanism and another reason why Staff does not support its adoption at this

time.7

8

9

10

11

Q. Do you agree with Mr. Congdon's statement on page 22, lines 3-5, of his testimony

that "the total amount of residential customers' bills is unaffected by the proposed

Volumetric Rate Design."

12

13

14

15

16

17

18

19

20

No. Without straying into a full-blown discussion of revenue decoupling, which is an

issue being addressed by Staff Witness Frank Radigan, it is important to understand that in

a n over a l l  s ense,  t he p r ot ec t ion S ou thwes t  indica t es  i t  i s  s eeking f r om r evenue

deterioration by recovering most or all of the margin through the first block of rates, will

inevitably cause that revenue shortfall to gradually bleed over to the gas cost recovery

function of the PGA mechanism. Simply put, under Southwest's rate design proposal, the

risk of recovery is shifted significantly from the current circumstance where usage on the

margin recovers both gas cost and margin, to a situation where the gas cost component

bears the brunt of the risk of any reduction in customer consumption.

21

22

23

24

25

26

A.

For  example,  let 's  say in a  hypothet ica l month Southwest  exper ienced a  $5 million

revenue shortfall under its current rate design, but recovered that $5 million through the

first block under its proposed rate design. Under the proposed rate design,  because

customers would pay the same total amount per therm, the extra $5 million of margin

Southwest recovers through the first block would result in Southwest recovering 835
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1

2

3

4

5

6 In effect, the PGA bank balance would

7

8

9

10

11

12

13

14

15

million less in commodity costs  through the gas cost  component  than under  current

circumstances. Given the la rge volumes of gas costs  passing through the PGA, the

likelihood of such shifts resulting in massive changes in the PGA bank balance level over

a short time period may be relatively low. However, it is very possible that over a longer

t imef r a me t h i s  t yp e  of  s h i f t  c ou ld  p u s h  t he  P G A b a nk  b a la nc e  in t o  a  s i z a b le

undercollection that otherwise would not exist.

serve as a surrogate recovery mechanism under Southwest's rate design proposal, as the

risk of not recovering dollars in a given month is shifted to the gas cost component from

the margin component. But because the PGA is a straight pass through mechanism, those

addit iona l unrecovered gas  cos t  amounts  will  eventua lly be borne by Southwest 's

customers either via the monthly PGA rate or through a surcharge. While this could

theoretically swing the other direction, wide greater customer usage driving a possible

overcollection of gas costs,  the Company's contention that  customer consumption is

continuing to decline would seem to indicate that the Company would expect some level

of shortfall in gas cost recovery over time that eventually would require a surcharge or

other action to address.16

17

18

19

Addit iona lly,  as  a  mat ter  of genera l pr incipa l,  the PGA mechanism was or igina lly

designed to balance gas costs incurred and gas costs recovered,  with these numbers

20 naturally balancing out over time via the 12 month rolling average mechanism. Prices

21

22

23

24

25

spikes ,  surcharges ,  and other  unexpected changes  can a t  t imes upset  this  ba lance

temporarily.  But in principal the mechanism is expected to roughly balance gas costs

incurred and gas costs recovered. However, Southwest's proposed revenue decoupling

rate design would, at least to some extent, create an imbalance in the existing relationship

between gas costs incurred and gas costs recovered. Thus, if any form of Southwest's
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1

2

revenue decoupling rate design is adopted, which Staff does not support, provision would

have to be made in some fashion to adjust the PGA mechanism accordingly.

3

4 SUMMARY OF RECOMMENDATIONS

Q-5

6

7

8

9

10

11

Are you changing your recommendations from those contained in your Direct

Testimony?

No. However, Shave clarified the recommendation related to the relationship between the

rate design revenue decoupling and the PGA in Recommendation 4 below, in response to

the Company's Rebuttal Testimony.

Q- Please summarize your recommendations.

12

13

14

15

16

17

18

19

2.0

21

22

23

My testimony in this case includes the following recommendations:

l . The bandwidth on the monthly PGA rate should be expanded to $.0l5 per therm.

2. The threshold on the PGA bank balance for undercollected balances should be

eliminated.

The threshold on the PGA bank balance for overcollected balances should be set at

$55.78 million.

While Staff is opposed to the adoption of the Company's proposed revenue

decoupling mechanism, [the Company's proposal is adopted] a revised PGA

mechanism that addresses the changes in the calculation of the PGA and related

issues would have to be developed and approved. Further, this would also impact

the monthly PGA report and adjustments to the report to reflect changes resulting

Hom revenue decoupling would have to be worked out.

24

25 Q-

26

A.

A.

A.

4.

3.

Does this conclude your Surrebuttal Testimony?

Yes, it does.
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1 1. INTRODUCTION

2 Q- Please State your name, occupation, and business address.

3 My name is David C. Parcels. I am President and Senior Economist of Technical

4

5

Associates, Inc. My business address is Suite 601, 1051 East Cary Street, Richmond,

Virginia 23219.

6

7 Q. Please summarize your educational background and professional experience.

8 I hold B.A. (1969) and M.A. (1970) degrees in economics from Virginia Polytechnic

9 Institute and State University (Virginia Tech) and a M.B.A. (1985) from Virginia

I have been a10 Commonwealth University. consulting economist with Technical

11

12

13

14

15

Associates since 1970. I have provided cost of capital testimony in public utility

ratemaking proceedings dating back to 1972. In connection with this, I have previously

filed testimony and/or testified in approximately 400 utility proceedings before 40

regulatory agencies in the United States and Canada. Attachment l provides a more

complete description of my education and relevant work experience.

16

17 Q- Have you previously testified before the Arizona Corporation Commission?

18 Yes, I have testified in a number of prior Arizona Corporation Commission

19

20

21

22

23

("Commission") proceedings, including the recent electric rate cases involving Arizona

Public Service Company (Docket No. E-01345A-05-0816), UNS Gas, Inc. (Docket No.

G-01345A-05-0463), UNS Electric, Inc. (Docket No. E-0404A-06-0783) and Tucson

Electric Power Co. (Docket No. E-01933A-07-0402). Those testimonies were provided

on behalf of the Utilities Division Staff.

24

\

A.

A.

A.

II lllll-l
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1 Q- Do any of your previous testimonies involve rate proceedings of Southwest Gas?

2

3

4

Yes. I have previously testified in several rate proceedings involving Southwest Gas

Corporation ("Southwest Gas" or "Company"). These cases were before both this

Commission and the Nevada Public Service Commission.

5

6 Q- What is the purpose of your testimony in this proceeding?

7

8

9

10

11

I have been retained by the Utilities DiVisiOn Staff to evaluate the cost of capital aspects of

the most recent filing of Southwest Gas. I have performed independent studies and am

malting recommendations on the current cost of capital for Southwest Gas. My testimony

also responds to the Company's cost of capital proposals sponsored by Southwest Gas

witness Frank J. Hanley.

12

13

14

Q- Have you prepared an exhibit in support of your testimony?

Yes, I have prepared one exhibit, identified as Schedule 1 through Schedule 12. This

exhibit was prepared either by me or under my direction. The information contained in

this exhibit is correct to the best of my knowledge and belief

15

16

17

18

19

20

11. RECOMMENDATIONS AND SUMMARY

Q. What are your recommendations in this proceeding?

A. My overall cost of capital recommendations for Southwest Gas are:

21

22

23

24

Short-Term Debt
Long-Term Debt
Preferred Stock
Common Equity

Total

Percent
0.00%

52.08%
4.48%

43.44%
l00.00%

Cost
N/A

7.96%
8.20%

9.3-10.5%

25

Return
N / A

4.15%
0.37%

4.13-4.56%
8.55-9.07%

8.86% with 10.0% ROE
26

A.

A.

A.

I _
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1

2

3

4

Southwest Gas' application requests a return on common equity of 11.25 percent and a

total cost of capital of 9.45 percent. This cost of capital is based on a hypothetical capital

structure comprised of 51 percent long-term debt, 4 percent preferred stock, and 45

percent common equity.

5

6 Q. Please summarize your cost of capital analyses and related conclusions for Southwest

7

8

9

10

11

12

13

14

Gas.

This proceeding is concerned with Southwest Gas' regulated natural gas utility operations

in Arizona. My analyses are concerned with the Company's total cost of capital. The first

step in performing these analyses is the development of the appropriate capital structure.

Southwest Gas' proposed capital structure is the "target" capital structure ratios of the

Company, which is actually a hypothetical capital structure. Ida not use this hypothetical

capital structure in my cost of capital analyses, but rather use the Company's actual test

period capital structure ratios. '

15

16

17

18

19

The second step in a cost of capital calculation is a determination of the embedded cost

rates of long-term debt and preferred stock. I have used the 7.96 percent cost rate for

long-term debt and the 8.20 percent cost rate for preferred stock, both of which are

contained in Southwest Gas' application.

20

21

22

23

24

The third step in the cost of capital calculation is the estimation of the cost of common

equity. Shave employed three recognized methodologies to estimate the cost of equity for

Southwest Gas. Each of these methodologies is applied to two groups of proxy utilities.

These three methodologies and my findings are:

25

26

27

A.

Methodology
Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

Range

9.3-10.4%
9.5-9.8%

10.0-10.5%
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1

2

3

4

5

6

7

Based upon these findings,  I conclude that  the cost  of common equity for  the proxy

utilities is within a range of 9.3 percent to 10.5 percent (9.9 percent mid-point).  This

range is determined by the results of all three of my cost of equity methodology results,

since all three sets of results fall within this range. Irecornrnend that Southwest Gas' cost

of equity be slightly above the mid-point of my 9.3 percent to 10.5 percent range or 10.0

percent. I recommend a slightly higher cost of equity in order to recognize the impact of

Southwest Gas' lower equity ratio and debt ratings, relative to those of the proxy groups.

8

9

10

11

12

Combining the capital structure and individual cost rates, results in a weighted cost of

capital for Southwest Gas. My recommendation overall cost of capital range is 8.55

percent to 9.07 percent (8.86 percent with 10.0 percent cost of equity). I recommend an

8.86 percent cost of capital for Southwest Gas.

13

14 111. ECONOMIC PRINCIPLES AND METHODOLOGIES

15 Q-

16

What  are  the  pr imary  economic  pr inc iples  that  es tabl ish the  s tandards  for

determining a fair rate of return for a regulated utility?

17

18

19

20

21

22

23

Public utility rates are normally established in a manner designed to allow the recovery of

their  costs,  including capital costs.  This is frequently referred to as "cost of service"

ratemaking. Rates  for  regula ted public ut ilit ies  t radit iona lly have been pr imar ily

established using the "rate base - rate of return" concept. Under this method, utilities are

a llowed to recover  a  level of  opera t ing expenses ,  taxes ,  and deprecia t ion deemed

reasonable for rate-setting purposes, and are granted an opportunity to earn a fair rate of

return on the assets utilized (i.e., rate base) in providing service to their customers.

24

25 The rate base is derived from the asset side of the utility's balance sheet as a dollar amount

26

A.

and the rate of return is developed from the liabilities/owners' equity side of the balance
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1

2

3

4

5

6

sheet  as a  percentage. T hus ,  r evenue impact  of  the cos t  of  capita l  is  der ived by

multiplying the rate base by the rate of return, including income taxes.

The rate of return is developed from the cost of capital, which is estimated by weighting

the capital structure components (i.e., debt, preferred stock, and common equity) by their

percentages in the capital structure and multiplying these values by their cost rates. This

is also known as the weighted cost of capital.

7

8

9

10

11

12

Technically, "fair rate of return" is a legal and accounting concept that refers to an ex post

(after the fact) earned return on an asset base, while the cost of capital is an economic and

financial concept which refers to an ex ante (before the fact) expected or required return

on a liability base.  In regulatory proceedings,  however,  the two terms are often used

interchangeably. Shave equated the two concepts in my testimony.

13

14

15

16

17

18

From an economic standpoint, a fair rate of return is normally interpreted to mean that an

efficient and economically managed utility will be able to maintain its financial integrity,

attract capital,  and establish comparable returns for similar risk investments. These

concepts are derived from economic and financial theory and are generally implemented

using financial models and economic concepts.

19

20

21

From a legal perspective, while I am not a lawyer, it is my understanding that two United

States Supreme Court decisions provide the controlling standards for a fair rate of return.

22 The first  decision is Bluefield Water  Works and Improvement  Co.  v.  Public Serv.

23 Comm'n of West Virginia, 262 U.S. 679 (1923). In this decision, the Court stated:

24

25
26
27
28
29
30

What annual rate will constitute just compensation depends upon many
circumstances and must be determined by the exercise of fair and
enlightened judgm ent, having regard ro all relevant facts. A public utility
is entitled to such rates as will permit it to earn a return on the value oft re
property which it employs for the convenience of the public equal to that
generally being made at the same time and in the same general part oft re
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1
2
3
4
5
6
7
8
9

1 0
11

country on investments in other business undertakings which are attended
by corresponding risks and uncertainties; but it has no constitutional
right to profits such as are realized or anticipated in highly profitable
enterprises or speculative ventures. the return should be reasonably
sufficient to assure confidence in the finaneial soundness of the utility, and
should be adequate, under ejyicient and economical management, to
maintain and support its credit and enable it to raise the money necessary
for the proper discharge of its public duties. A rate of return may be
reasonable at one time, and become too high or too low by changes
affecting opportunities for investment, the money market, and business
conditions generally. [Emphasis added.]

12

13

14

15

16

Thus, the Bluefield decision, in my opinion as a non-lawyer, established the following

standards for a fair rate of return: comparable earnings, financial integrity, and capital

attraction. It also noted the changing level of required returns over time as well as an

underlying assumption that the utility be operated in an efficient manner.

17

18 The second decision is Federal Power Comm'n v. Hope Natural Gas Co., 320 U.S. 591

19 (1942). In that decision, the Court stated:

20

21
22
23
24
25
26
27
28
29
30
31

The rate-making process under the [Natural Gas] Act, i.e., the fixing of
just and reasonable' rates, involves o balancing of the investor and

consumer interests .... From the investor or company point of view it is
important that there be enough revenue not onlyfor operating expenses but
also for the capital costs of the business. These include service on the debt
and dividends on the stock. By that standard the return to the equity owner
should be commensurate with returns on investments in other enterprises
having corresponding risks. That return, moreover, should be sufficient to
assure confidence in the financial integrity of the enterprise, so as ro
maintain its credit and to attract capital. [Emphasis added.]

32

33

34

35

36

37

The three economic and financial parameters in the Bluefield and Hope decisions -

comparable earnings, financial integrity, and capital attraction - reflect the economic

criteria encompassed in the "opportunity cost" principle of economics. The opportunity

cost principle provides that a utility and its investors should be afforded an opportunity

(not a guarantee) to earn a return commensurate with returns they could expect to achieve

on investments of similar risk. The opportunity cost principle is consistent with the
\ll INN I
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1

2

fundamental premise, on which regulation rests, namely, that it is intended to act as a

surrogate for competition.

3

4

5

6

7

I understand that because Arizona is a "Fair Value" state, Hope and Bluefield do not set

forth the legal requirements applicable to determining fair rate of return in Arizona. In

Simms v. Round Valley Light 8: Power Companv,1 the Arizona Supreme Court took

exception to application of the following principle in Arizona since the Constitution

mandates consideration of fair value:8

9
10
11
12
13
14
15
16
17

"In the Hope case the court, in testing the reasonableness ofratesfxed by
the Federal Power Commission under the Natural Gas Act, 15 US.C.A.
Section 7]7 et seq., after holding that congress had provided no formula by
which just and reasonable rates were to be determined, ruled that it was
the fnal result reached and not the method used in reaching the result that
was controlling and that it was unimportant to 'determine the various
permissible ways in which any rate base on which the return is computed
might be arrived at. "

18

19

20

21

22

23

24

My testimony does not advocate that the Commission ignore the Simms holding in this

regard, or the fair value of Southwest Gas' property, which it is required to consider under

Article 15, Section of the Arizona Constitution. Rather, I find the Hope and Bluefield

decisions to be helpful in their discussion of comparable earnings, financial integrity and

capital attraction. I note that Southwest Gas Electric Witness Hanley also cites the Hope

andBluefield cases as "guidelines" for evaluating the cost of capital for the Company.

25

26 Q- How can these parameters be employed to estimate the cost of capital for a utility?

27

28

29

Neither the courts nor economic/Hnancial theory have developed exact and mechanical

procedures for precisely determining the cost of capital. This is the case because the cost

of capital is an opportunity cost and is prospective-looking, which dictates that it must be

estimated.30

A.

I 294 P.2d 378 (1956).
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1

2

3

4

There are several useful models that can be employed to assist in estimating the cost of

equity capital, which is the capital structure item that is the most difficult to determine.

These include the discounted cash flow ("DCF"), capital asset pricing model ("CAPM"),

comparable earnings ("CE") and risk premium ("RP") methods. Each of these methods

(or models) differs from the others and each, if properly employed, can be a useful tool in

estimating the cost of common equity for a regulated utility. Many state regulatory

commissions reply upon the DCF and CAPM models to develop the cost of common

equity for utilities.

5

6

7

8

9

10 Q- Which methods have you employed in your analyses of the cost of common equity in

this proceeding?11

12

13

14

15

I have utilized three methodologies to determine Southwest Gas' cost of common equity:

the DCF, CAPM, and CE methods. I have not employed a RP model in my analyses

although, as discussed later, my CAPM analysis is a form of the RP methodology. Each

of these methodologies will be described in more detail in my testimony that follows.

16

17

18

Iv. GENERAL ECONOMIC CONDITIONS

Q, Why are economic and financial conditions important in determining the costs of

capital?19

20

21

22

23

24

25

26

27

A.

A. The costs of capital, for both fixed-cost (debt and preferred stock) components and

common equity, are determined in part by current and prospective economic and financial

conditions. At any given time, each of the following factors has an influence on the costs

of capital: the level of economic activity (i.e., growth rate of the economy), the stage of

the business cycle (i.e., recession, expansion, or transition), and the level of inflation. The

Supreme Court, in its Bluefield decision, which noted that "[a] rate of return may be

reasonable at one time, and become too high or too low by changes affecting opportunities

for investment, the money market, and business conditions generally."
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1 Q- What indicators of economic and financial activity have you evaluated in your

2 analyses?

3

4

5

6

7

I have examined several sets of economic statistics from 1975 to the present. I chose this

time period because it permits the evaluation of economic conditions over three full

business cycles plus the current cycle to date, allowing for an assessment of changes in

long-term trends. This period also approximates the beginning and continuation of active

rate case activities by public utilities.

8

9

10

11

12

13

A business cycle is commonly defined as a complete period of expansion (recovery and

growth) and contraction (recession). A full business cycle is a useful and convenient

period over which to measure levels and trends in long-term capital costs because it

incorporates the cyclical (i.e., stage of business cycle) influences, and thus, permits a

comparison of structural (or long-term) trends.

14

15 Q- Please describe the timeframe of the three prior business cycles and the most current

16

17

cycle.

The three prior complete cycles and current cycle cover the following periods:

18

19

20

Business Cycle

1975-1982
1982-1991
1991-2001
Current

Expansion Cycle
Mar. 1975-July 1981
Nov. 1982-July 1990
Apr. 1991 -Mar. 2001
Dec. 2001 -Present

Contraction Period
Aug. 1981-0ct. 1982
Aug. 1990-Mar. 1991
Apr. 200 l -Nov. 2001

21

22

23 Q-

24

Do you have any general observations concerning the changing trends in economic

conditions and their impact on costs over this broad period?

25

26

27

A.

A.

A. Yes, I do. As I will describe below, the U.S. economy has enjoyed general prosperity and

stability over the period since the early 1980s. This period has been characterized by

longer economic expansions, relatively tame contractions, relatively low and declining
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1

2

3

4

5

6

7

inflation, and declining interest rates and other capital costs. The current business cycle

began in late 2001, following a somewhat modest recession earlier in the year. Over the

past several months, the economy has slowed, largely as a result of the collapse of the

"sub-prime" mortgage market. There is some concern that the economy may slide into a

recession, but this is unclear at this time. Should the economy incur a recession, the

impacts on cost of capital would likely be characterized by lower utility growth and

declining capital costs.

8

9 Q, Please describe recent and current economic and financial conditions and their

10 impact on the costs of capital.

11

12

13

14

15

16

17

Schedule 2 shows several sets of economic data. Pages 1 and 2 contain general

macroeconomic statistics while Pages 4 through 6 contain financial market statistics.

Pages 1 and 2 of Schedule 2 show that the U.S. economy is currently beginning the

seventh year of an economic expansion although, as indicated previously, the economy is

currently slowing. This is indicated by the growth in real (i.e., adjusted for inflation)

Gross Domestic Product, industrial production, and the unemployment rate. This current

expansion has generally been characterized as slower growth, in comparison to prior

18 In

19

expansions. This has resulted in lower inflationary pressures and interest rates.

addition, the current slowing of the economy has resulted in a lowering of interest rates .

20

21

22

23

24

25

26

The rate of inflation is also shown on Pages 1 and 2 of Schedule 2. As is reflected in the

Consumer Price Index ("CPI"), for example, inflation rose significantly during the 1975-

1982 business cycle and reached double-digit levels in 1979-1980. The rate of inflation

declined substantially in 1981 and remained at or below 6.1 percent during the 1983-1991

business cycle. Since 1991, the CPI has been 4.1 percent or lower. The 4.1 percent rate of

inflation in 2007 was slightly above the levels since 2000, but is well below the levels of

27

A.

the past thirty years.
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1 Q- What have been the trends in interest rates?

2

3

Pages 3 and 4 of Schedule 2 show the levels and trends in interest rates. Rates rose

sharply to record levels in 1975-1981 when the inflation rate was high and generally

4 rising. Interest rates declined substantially in conjunction with inflation rates throughout

5

6

the remainder of the 1980s throughout the 1990s. Interest rates declined even further from

2000-2005 and generally recorded their lowest levels since the 1960s.

7

8

9

10

11

12

13

14

15

During the past several years, long-term interest rates have remained low by historic

standards. During the 2001 recession and early in the succeeding expansion, the Federal

Reserve lowered interest rates (i.e., Federal Funds rate) ll times in 2001 and twice in

2003 in an effort to stimulate the economy. Following this the Federal Reserve increased

short-term interest rates on 17 occasions between 2004 and 2006, although each time by

only 0.25 percent, in an attempt to ensure that any perceived inflationary expectations will

not stifle continued economic growth. Nevertheless, the economic recovery to date has

not resulted in a pronounced increase in long-term rates. Most recently, however, the

Federal Reserve has lowered the Federal Funds rate (i.e., short-term rate) on five16

17 occasions.

18

19 Q- What have been the trends in common share prices?

20

21

22

23

24

25

26

Pages 5 and 6 of Schedule 2 show the levels and trends in common stock prices and ratios.

These indicate that share prices were essentially stagnant during the high inflation/interest

rate environment of the late 1970s and early 1980s. On the other hand, the 1983-1991

business cycle and the most recent cycle have witnessed a significant upward trend in

stock prices. During the initial years of the current expansion, however, stock prices were

volatile and declined substantially from their highs reached in 1999 and early 2000. Share

prices have increased somewhat since 2003 but have been volatile.

27

A.

A.
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1 Q- What conclusions do you draw from this discussion of economic and financial

2 conditions?

3

4

5

6

It is apparent that capital costs are currently low in comparison to the levels that have

prevailed over the past three decades. In addition, the current weakness in the economy

has resulted in a decline in capital costs. Therefore, it can reasonably be expected that

cost of equity models currently produce returns that are lower than returns experienced in

7 prior years.

8

9 v. SOUTHWEST GAS' OPERATIONS AND RISKS

10 Q- Please summarize Southwest Gas and its operations.

11

12

Southwest Gas is an operating gas distribution company. The Company is engaged in the

and distributing natural gas to residential,

13

business of purchasing, transporting

and industrial customers in geographically diverse portions of Arizona,commercial,

14 Nevada and California. Southwest Gas also owns Paiute Pipeline Co., as well as Northern

15 Until 1996, Southwest Gas owned PriMerit Bank

16

Pipeline Construction Company.

(formerly Nevada Savings and Loan).

17

18 Q- What are the current security ratings of Southwest Gas?

19 As is shown on Schedule 3, the current bond ratings of Southwest Gas are:

20

21 Baan

22

Moody's

Standard & Poor's BBB-

23 Fitch BBB

24

25 As this indicates, Southwest Gas' bonds presently carry triple B ratings by the three rating

26 agencies who rate the Company's debt.

27

A.

A.

A.
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1 Q. What has been the trend in Southwest Gas' debt ratings?

2 This is also depicted on Schedule 3. As this Schedule indicates, the Company's debt

3 ratings have been triple B since at least 1995 .

4

5 Q- How have the rating agencies recently described Southwest Gas"

6

7

An example of this is provided in an October 11, 2007 RatingsDirect report on Southwest

Gas by Standard & Poor's. In this report, Standard & Poor's stated:

the ratings on Southwest Gas Corp. are based on its strong
business position rating of '4' (Standard & Poor's Rating Services
rates a company's business position on a scale of 'I ' (excellent to
']0' (vulnerable)) as a regulated local gas distribution company
serving the high-growth service territories in Arizona, Nevada, and
to a lesser extent, California. The ratings also reflect improving
operating e_/§'icieney and an intermediate financial risk profile.
These factors are partially onset by low customer usage due to its
warm weather, geographic location, challenges associated with
improving regulatory treatment in certain jurisdictions, and a
moderately sized unregulated utility construction and maintenance
business.

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

The company provides natural gas to more than 1.8 million
customers in Arizona (54% of customers), Nevada (36%), and
California (10%). Residential and small commercial customers
aceountfor nearly all of retail consumption and around 86% of the
company's total operating margin. Retail sales are sensitive to
weather, which has been a particular challenge for Southwest Gas,
given the gradual warming trend observed in its region....

Strong customer growth, averaging 5% annually from 200] to
2006, has helped to onset the effects of declining per capita
consumption, allowing for about a 3% annual increase in
residential throughput total volumes during the period. Nevada
and Arizona have been the two fastest-growing states in the US.
Customer growth has also driven capital requirements, which
increased by about 5.4% annually for the same period. The
company projects capital spending will total about $880 million
over the 2007-2009 period, with about $337 million ($8'06 million
in 2006) to be spent in 2007. Customer growth is expected to
moderate in 2007 to about 3%, partially based on the recent
weakness in the housing markets of Phoenix and Las Vegas. This
may ease capital spending requirements a bit in the near term.

A.

A.

I ll!!
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Southwest Gas depends on regulatory approval of retail rates to
cover the cost requirements associated with rapid growth, high
natural gas price volatility, and exposure to weather variation. All
three of the state regulatory commissions that oversee Southwest's
retail rates have allowed the company to recover its actual
purchased-gas costs through a purchased-gas aahustment
mechanism (PGA). In 2006, the Nevada commission approved the
company 's gas cost adjustment on a quarterly basis.

Arizona regulation uses a historical test year, which creates a
regulatory lag especially when considering the state 's high growth
rate. Some of this is mitigated by the company policy of receiving
advances #om home builders ro refund construction expenditures
to new home developments, which are later refunded once the new
homeowners are hooked up and receiving gas....

Financial performance measurably improved since mid-2006 as a
result of regulatory relief and customer growth. Capital outlays
remain nigh, although the company funded about 66% of capital
outlays with internal cash flow after dividends in fiscal 2006. the
company expects this ratio to improve to about 90% in 2008.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

Credit measures are strong for the rating, with acbustedfunds from
operations (FFO) to total debt of about 19% and aayustea' FFO
interest coverage of about 3.6xfor the 12-month period ended June
30, 2007. Meanwhile, debt leverage has decreased with adjusted
debt to capital at 58% on June 20, 2007, down substantially from
69% in 2005.

The outlook on Southwest Gas is positive. The positive outlook
reflects our expectation of consistently strong cash flow measures
and declining debt leverage, primarily as a result of anticipated
high levels of internalfunding of capital expenditures, minimal new
debt financing, and regulator annual equity infusions under the
company 's common equity shelf and dividend reinvestment
programs. Significant rate design improvements co uldfurther yield
ratings improvement.

38

39 Q.

40

Are you aware that Southwest Gas is requesting certain regulatory cost-recovery

mechanisms in this proceeding?

41

42

43

A. Yes, I am. It is my understanding that the Company is requesting approval to implement

two new rate design proposals that, if approved, will be risk-reducing. These two

proposals involve a Weather Normalization Adjustment Provision (" AP") and a
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1

2

3

Revenue Decoupling Adjustment Provision ("RDAP"). On a combined basis, these

provide for "Full Revenue Decoupling" for Southwest Gas' residential customers and all

but its largest general service customers.

4

5 Q. How are these proposals r isk-reducing to the Company?

6

7

8

9

10

These rate design proposals, if approved, .are risk-reducing to Southwest Gas since the

Company's revenues, and income, will be essentially insulated from variations due to

weather and usage. The net effect of these proposals is to transfer a significant portion of

the Company's risks from its shareholders to its ratepayers. Yet, it does not appear that

the Company acknowledges this risk transfer in terms of its requested rate of return.

11

12 Q-

13

Is the Staff recommending approval of these new proposals which would transfer

significantly more risk to ratepayers?

14

15

16

17

18

19

Other Staff witnesses are addressing the Company's new risk-reducing rate design

proposals. It is my understanding that the Staff is opposed to them. However, I want to

point out that if the Commission should adopt either of them, I would recommend a

further downward adjustment to my recommended rate of return in consideration of the

reduced risk. The Company should have recognized a reduction to its rate of return in

recognition of its risk reducing proposals.

20

21 VI. CAPITAL STRUCTURE AND COST OF DEBT

22 Q- What is the importance of determining a proper capital structure in a regulatory

23 framework?

24

25

26

A.

A.

A. A utility's capital structure is important because the concept of rate base - rate of return

regulation requires that a utility's capital structure be determined and utilized in estimating

the total cost of capital. Within this framework, it is proper to ascertain whether the

f
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l utility's capital structure is appropriate relative to its level of business risk and relative to

other utilities.2

3

4

5

6

7

8

9

10

11

As discussed in Section III of my testimony, the purpose of determining the proper capital

structure for a utility is to help ascertain its capital costs. The rate base -- rate of return

concept recognizes the assets employed in providing utility services and provides for a

return on these assets by identifying the liabilities and common equity (and their cost

rates) used to finance the assets. In this process, the rate base is derived from the asset

side of the balance sheet and the cost of capital is derived from the liabilities/owners'

equity side of the balance sheet. The inherent assumption in this procedure is that the

dollar values of the capital structure and the rate base are approximately equal and the

12 fanner is utilized to finance the latter.

13

14

15

The common equity ratio (i.e., the percentage of common equity in the capital structure) is

the capital structure item which normally receives the most attention. This is the case

16

17

because common equity: (1) usually commands the highest cost rate, (2) generates

associated income tax liabilities, and, (3) causes the most controversy since its cost cannot

18 be precisely determined.

19

20 Q- How have you evaluated the capital structure of Southwest Gas?

21

22

I have first examined the five year historic (2003-2007) capital structure ratios of

Southwest Gas. Schedule 4 shows the historic capital structure ratios of the Company.

23

A.

The respective common equity ratios are as follows:
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1

2

3

4

2003
2004
2005
2006
2007

Inc'l S-T Debt
33.0%
35.8%
34.4%
38.9%
41.0%

Exc'I S-T Debt
34.0%
35.8%
36.8%
39.4%
41.9%

5

6

7

8

9

10

This indicates a rising common equity ratio over this period. In fact, the most current

common equity ratios significantly exceed the levels of five years ago.

Q- How do these capital structure ratios compare to the gas distribution utility

11

12

industry?

13

I have prepared Schedule 5 to make this comparison. Page 1 of this schedule shows the

2002-2006 capital structure ratios of the Value Line group of LDC's, excluding short-term

debt. Page 2 of Schedule 5 indicates the 2002-2006 capital structure ratios for this group,

including short-term debt. The average ratios are:

14

15

16

17

18

19

20

2002
2003
2004
2005
2006

Inc'l S-T Debt
41%
43%
43%
44%
48%

Exc'l S-T Debt
47.4%
50.4%
51.4%
51.9%
53.1%

21

22

23

These common equity ratios are slightly higher than those of the most recent Southwest

Gas ratios.

24

25

26

Q. What capital structure ratios has Southwest Gas requested in this proceeding?

The Company requests use of the following "target" capital structure :

27

A.

A.
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1

2

Capital Item
Long-Term Debt
Preferred Stock
Common Equity

Percent
51 .0%

4.0%
45.0%

3

4

5

6

7

This capital structure contains slightly more common equity than the most recent actual

capital structures for 2007 which contained a common equity ratio of 41.0 percent

including short-term debt, and 41 .9 percent exclusive of short-term debt.

8

9 Q- What is basis of the Company's capital structure request?

10 A. In the last rate proceeding of Southwest Gas (Docket No. G-01551A-04-0876), this

11

12

13

14

15

16

17

18

Commission approved use of a hypothetical capital structure for the Company that

contained 55 percent long-term debt, 5 percent preferred stock, and 40 percent common

equity. This 40 percent common equity ratio exceeded the actual test period equity ratio

(34.1 percent, according to Mr. Wood's testimony, page 5) and was apparently intended to

be an "incentive" for the Company to raise its actual equity ratio. As stated by Mr. Wood,

in its Decision in this proceeding, the Commission directed the Company to submit a

"recapitalization plan" explaining how it intends to achieve an actual 40 percent common

equity ratio.

19

20

21

22

In the present case, the Company is again requesting a hypothetical capital structure, with

an even higher common equity ratio, at 45 percent. Southwest Gas witness Wood

describes this as a "target" common equity ratio and he indicates (page 9) "it is reasonable

23 to assume that the Company will achieve 45 percent common equity ratio..
77

24

25 Q. Has the Company raised its equity ratio since the last case?

26 Yes, it has. The actual test period capital structure of the Company contains some 43.4

27 percent common equity.

A.

ll l l H II al lllllllllmulllll
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1 Q-

2

3

4 Commission's directive.

5

6

7

Is it necessary to again utilize a hypothetical capital structure for Southwest Gas?

No, it is not. The Commission provided the Company with a capital structure incentive in

the last case. The Company responded and achieved an equity ratio that satisfied the

In this regard, it is noteworthy that Southwest Gas has

historically maintained a common equity ratio that was considerably below that of natural

gas distribution utilities in general. At the present time, the Company's capital structure is

more in line with that of other gas utilities.

8

9 Q- What other reasons support the use of the Company's actual capital structure.

10

11

I believe that, in general, utilities should use their actual capital structure for ratemaking

purposes unless there is a showing that the actual capital structures are significantly out of

line with other utilities. In the case of Southwest Gas, this is not a factor. Should the12

13

14

15

16

Company want to have its rates set based upon 45 percent common equity ratio, it has the

option of raising new common equity in order to actually achieve this level of equity. In

any event, the circumstances have changed since the last case and no "incentive" is

required at this time.

17

18 Q- What capital structure have you used in your analyses?

19

20

21

I have utilized the actual test period capital structure of the Company in my analyses.

These are shown on my Schedule 1. I note that I normally include short-term debt in my

cost of capital calculations and I understand that this Commission also uses short-term

22 debt. However, in this case, it appears that Southwest Gas did not have any short-tenn

23 debt at the end of the test period, so I did not include any in the capital structure.

24

A.

A.

A.
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1 Q- What cost rates of long-term debt and preferred stock have you used in your

2

3

4

analysis?

I have utilized the 7.96 percent cost of long~term debt and 8.20 percent cost of preferred

stock shown in the Company's filing.

5

6 Q- Can the cost of common equity be determined with the same degree of precision as

the costs of debt and preferred stock?7

8

9

10

11

12

No. The cost rates of debt and preferred stock are largely determined by interest

payments, issue prices, and related expenses. The cost of common equity, on the other

hand, cannot be precisely quantified, primarily because this cost is an opportunity cost.

As discussed earlier, there are, however, several models which can be employed to

estimate the cost of common equity. Three of the primary methods - DCF, CAPM, and

CE - are developed in the following sections of my testimony.13

14

15

16

17

18

VII. SELECTION OF PROXY GROUPS

How have you estimated the cost of common equity for Southwest Gas?Q-

19

20

Southwest Gas is a publicly-traded company. Consequently, it is possible to directly

apply cost of equity models to this entity. It is customary to analyze groups of comparison

or "proxy" companies as a substitute for Southwest Gas to determine its cost of common

equity.

21

22

23

24

25

I have examined two such groups for comparison to Southwest Gas. The first group of

proxy companies is the group of gas distribution companies followed by Value Line,

except for those companies that have not paid cash dividends. This group, which reflects

a representative sample of LDC's, is a proper proxy for Southwest Gas.

26

A.

A.

A.
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1 The second proxy group is the group of eight natural gas utilities Mr. Hanley utilized in

2 his testimony.

3

4

5

6

7

I note that, by developing my own group of proxy companies, used in conjunction with the

groups of proxy companies utilized by Southwest Gas witness Hanley, I have given

consideration to the Company's view as to the appropriate composition of the proxy

companies for Southwest Gas.

8

9 VIII. DISCOUNTED CASH FLOW ANALYSIS

10 Q- What is the theory and methodological basis of the discounted cash How model?

11

12

13

The DCF model is one of the oldest, as well as the most commonly-used, models for

estimating the cost of common equity for public utilities. The DCF model is based on the

"dividend discount model" of financial theory, which maintains that due value (price) of

14 any security or commodity is the discounted present value of all future cash flows.

15

16

17

The most common variant of the DCF model assumes that dividends are expected to grow

at a constant rate. This variant of the dividend discount model is known as the constant

18

19

growth or Gordon DCF model. In this framework cost of capital is derived by the

following formula:

20

21
DK2-};+g

22

23 where: K = discount rate (cost of capital)

24

25

P = current price

D = current dividend rate

26 g = constant rate of expected growth

27

A.
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1

2

3

This formula essentially recognizes that the return expected or required by investors is

comprised of two factors: the dividend yield (current income) and expected growth in

dividends (future income) .

4

5 Q. Please explain how you have employed the DCF model.

6

7

8

I have utilized the constant growth DCF model. In doing so, I have combined the current

dividend yield for each group of proxy utility stocks described in the previous section with

several indicators of expected dividend growth.

9

10 Q. How did you derive the dividend yield component of the DCF equation?

11

12

13

14

There are several methods that can be used for calculating the dividend yield component.

These methods generally differ in the manner in which the dividend rate is employed, i.e.,

current versus future dividends or annual versus quarterly compounding of dividends. I

believe the most appropriate dividend yield component is the version listed below:

15

16
Yield __ D.,(1 +0.5g)

P
17

18 This dividend yield component recognizes the timing of dividend payments and dividend

19 increases.

20

21

22

23

The P0 in my yield calculation is the average (of high and low) stock price for each proxy

company for the most recent three month period (December 2007 - February 2008). The

DO is the current annualized dividend rate for each proxy company.

24

25 Q- How have you estimated the dividend growth component of the DCF equation?

26

27

A.

A.

A. The dividend growth rate component of the DCF model is usually the most crucial and

controversial element involved in this methodology. The objective of estimating the
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1

2

3

4

5

6

7

dividend growth component is to reflect the growth expected by investors that is embodied

in the price (and yield) of a company's stock. As such, it is important to recognize that

individual investors have different expectations and consider alternative indicators in

deriving their expectations. This is evidenced by the fact that every investment decision

resulting in the purchase of a particular stock is matched by another investment decision to

sell that stock. Obviously, since two investors reach different decisions at the same

market price, their expectations differ.

8

9 As a

10

A wide array of indicators exist for estimating the growth expectations of investors.

result, it is evident that no single indicator of growth is always used by all investors. It

11

12

therefore is necessary to consider alternative indicators of dividend growth in deriving the

growth component of the DCF model.

13

14 Shave considered five indicators of growth in my DCF analyses. These are:

15

16

17

2002-2006 (5-year average) earnings retention, or fundamental growth (per

Value Line) ,

18

19

20

5-year average of historic growth in earnings per share (EPS), dividends

per share (DPS), and book value per share (BVPS) (per Value Line),

21

22

23

2007, 2008, and 2010~2012 projections of earnings retention growth (per

Value Line),

24

25 2004-2006 to 2010-2012 projections of EPS, DPS, and BVPS (per Value

26 Line), and,

27

2.

4.

3.

1.
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1

2

5-year projections of EPS growth as reported in First Call (per Yahoo!

Finance).

3

4

5

6

7

8

9

believe this combination of growth indicators is a representative and appropriate set with

which to begin the process of estimating investor expectations of dividend growth for the

groups of proxy companies. I also believe that these growth indicators reflect the types of

infonnation that investors consider in making their investment decisions. As I indicated

previously, investors have an array of information available to them, all of which should

be expected to have some impact on their decision-maldng process.

10

11 Q- Pleasedescribe your initial DCF calculations.

12

13

14

Schedule 6 presents my DCF analysis. Page 1 shows the calculation of the "raw" (i.e.,

prior to adjustment for growth) dividend yield for each proxy company. Pages 2 and 3

show the growth rate for the groups of proxy companies. Page 4 shows the "raw" DCF

15 calculations, which are presented on several bases: mean, median, and high values. These

results can be summarized as follows:16

17

18

19 Proxy Group
Hanley Group

Mean
9.3%
8.6%

Median
8.7%
8.1%

Mean
High

10.4%
9.3%

Median
Highs
9.8%
9.3%

20

21

22

23

I note that the individual DCF calculations shown on Schedule 6 should not be interpreted

to reflect the expected cost of capital for the proxy groups, rather, the individual values

shown should be interpreted as alternative information considered by investors.

24

A.

2 Using only the highest g1owt&1 rate.

5.
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1

2

3

The DCF results in Schedule 6 indicate average (mean and median) DCF cost rates of 8.1

percent to 9.3 percent. The highest DCF rates (i.e., using the highest growth rates only)

are 9.3 percent to 10.4 percent.

4

5

6

Q- What do you conclude from your DCF analyses?

7

8

9

10

These analyses reflect a broad DCF range of 9.3 percent to 10.4 percent for the proxy

groups. This is approximated by the upper portion of the average/mean values, as well as

the top DCF calculations for the proxy groups examined in the previous analysis. I give

less weight to the lower end of the mean/median results. I believe that 9.3 percent to 10.4

percent (9.9 percent mid-point) reflects the proper DCF cost for the proxy groups.

11

12

13

IX. CAPITAL ASSET PRICING MODEL ANALYSIS

Please describe the theory and methodological basis of the capital asset pricingQ-

14

15

model.

16

17

18

The CAPM is a version of the risk premium method. The CAPM describes and measures

the relationship between a security's investment risk and its market rate of return. The

CAPM was developed in the 1960s and 1970s as an extension of modem portfolio theory

("MPT"), which studies the relationships among risk, diversification, and expected

returns.19

20

21 Q- How is the CAPM derived?

22 The general form of the CAPM is:

23

24

25

K=R/ +,8(Rm-R/)

A.

A.

A.

I l lIeu IIIIIINI-
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1

2

3

4

5

where: K = cost of equity

Rf = risk free rate

Rm =return on market

[3 = beta

Rm-Rf = market risk premium

6

7

8

9

10

11

As noted previously, the CAPM is a variant of the risk premium method. I believe the

CAPM is generally superior to the simple risk premium method because the CAPM

specifically recognizes the risk of a particular company or industry (i.e., beta), whereas the

simple risk premium method assumes the same risk premium for all companies exhibiting

similar bond ratings.

12

13 Q- What groups of companies have you utilized to perform your CAPM analyses?

14

15

I have performed CAPM analyses for the same groups of proxy utilities evaluated in my

DCF analyses.

16

17 Q. What rate did you use for the risk-free rate?

18

19

20

21

22

The first term of the CAPM is the risk-free rate (Rf). The risk-free rate reflects the level of

return that can be achieved without accepting any market risk.

In CAPM applications, the risk-free rate is generally recognized by use of U.S. Treasury

securities. Two general types of U.S. Treasury securities are often utilized as the Rf

component - short-term U.S. Treasury bills and long-term U.S. Treasury bonds.

23

24

25

26

I have performed CAPM calculations using the three month average yield (December

2007 - February 2008) for 20-year U.S. Treasury bonds. Over this three month period,

these bonds had an average yield of 4.49 percent.

27

A.

A.

I
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1 Q. What is beta and what betas did you employ in your CAPM?

2

3

4

5

6

Beta is a measure of the relative volatility (and thus risk) of a particular stock in relation to

the overall market. Betas of less than 1.0 are considered less risky than the market,

whereas betas greater than 1.0 are more risky. Utility stocks traditionally have had betas

below 1.0. I utilized the most recent Value Line betas for each company in the groups of

proxy utilities.

7

8

9

10

Q- How did you estimate the market risk premium component?

11

12

The market risk premium component (Rm-Rf) represents the investor-expected premium of

common stocks over the risk-Nee rate, or government bonds. For the purpose of

estimating the market risk premium, I considered alternative measures of returns of the

S&P 500 (a broad-based group of large U.S. companies) and 20-year U.S. Treasury bonds.

13

14

15

16

17

18

19

20

First, I have compared the actual annual returns on equity of the S&P 500 with the actual

annual yields of U.S. Treasury bonds. Schedule 7 shows the return on equity for the S&P

500 group for the period 1978-2006 (all available years reported by S&P). This schedule

also indicates the annual yields on 20-year U.S. Treasury bonds, as well as the annual

differentials (i.e., risk premiums) between the S&P 500 and U.S. Treasury 20-year bonds.

Based upon these returns, I conclude that this version of the risk premium is about 6.4

percent.

21

22

23

24

25

A.

A.

I have also considered the total returns (i.e., dividends/interest plus capital gains/losses)

for the S&P 500 group as well as for the long-term government bonds, as tabulated by

Ibbotson Associates, using both arithmetic and geometric means. I have considered the

total returns for the entire 1926-2007 period, which are as follows :
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l

2 Arithmetic
Geometric

S&P 500
12.3%
10.4%

L-T Gov 't Bonds
5.8%
5.5%

Risk Premium
6.5%
4.9%3

4

5

6

7

8

I conclude Nom this that the expected risk premium is about 5.9 percent (i.e., average of

all three risk premiums). I believe that a combination of arithmetic and geometric means

is appropriate because investors have access to both types of means and, presumably, body

types are reflected in investment decisions and thus stock prices and cost of capital.

9

10 Schedule 8 shows my CAPM calculations using the risk premium. The results are:

11

12

13
Proxy Group
Hanley Group

Mean
9.7%
9.8%

Median
9.5%
9.7%

14

15 Q. What is your conclusion concerning the CAPM cost of equity?

16

17

The CAPM results collectively indicate a cost of about 9.5 percent to 9.8 percent for the

two groups of comparison utilities.

18

19 x. COMPARABLE EARNINGS ANALYSIS

20 Q. Please describe the basis of the CE methodology.

21

22

23

24

The CE method is derived from the "corresponding risk" standard of die Bluefield and

Hope cases. This method is thus based upon the economic concept of opportunity cost.

As previously noted, the cost of capital is an opportunity cost: the prospective return

available to investors from alternative investments of similar risk.

25

26

27

A.

A.

The CE method is designed to measure the returns expected to be earned on the original

cost book value of similar risk enterprises. Thus, this method provides a direct measure of
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1

2

the fair return, because the CE method translates into practice the competitive principle

underlying regulation.

3

4

5

6

7

8

9

10

The CE method normally examines the experienced and/or projected returns on book

common equity. The logic for examining returns on book equity follows from the use of

original cost rate base regulation for public utilities, which uses a utility's book common

equity to determine the cost of capital. This cost of capital is, in turn, used as the fair rate

of return which is then applied (multiplied) to the book value of rate base to establish the

dollar level of capital costs to be recovered by the utility. This technique is consistent

with the rate base methodology generally used to set utility rates.

11

12 Q.

13

How have you employed the CE methodology in your analysis of Southwest Gas'

common equity cost?

14

15

16

17

18

19

20

I conducted the CE methodology by examining realized returns on equity for several

groups of companies and evaluating the investor acceptance of these returns by reference

to the resulting market-to-book ratios. In this manner, it is possible to assess the degree to

which a given level of return equates to the cost of capital. It is generally recognized for

utilities that market-to-book ratios of greater than one (i.e., 100 percent) reflect a situation

where a company is able to attract new equity capital without dilution (i.e., above book

value). As a result, one objective of a fair cost of equity is the maintenance of stock prices

above book value.21

22

23

24

25

26

27

A.

would further note that the CE analysis, as Shave employed it, is based upon market data

(through the use of market-to-book ratios) and, is thus, essentially a market test. As a

result, my analysis is not subject to the criticisms occasionally made by some who

maintain that past earned returns do not represent the cost of capital. In addition, my

analysis uses prospective returns and thus is not confined to historical data.
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1 Q.

2

3

4

5

6

7

8

9

10

What time periods have you examined in your CE analysis?

My CE analysis considers the experienced equity returns of the proxy groups of utilities

for the period 1992-2006 (i.e., past fifteen years). The CE analysis requires that I examine

a relatively long period of time in order to determine trends in earnings over at least a full

business cycle. Further, in estimating a fair level of return for a future period, it is

important to examine earnings over a diverse period of time in order to avoid any undue

influence from unusual or abnormal conditions that may occur in a single year or shorter

period. Therefore, in forming my judgment of the current cost of equity I have focused on

two periods: 2002-2006 (the past five years - the average length of a business cycle) and

1992-2001 (the most recent complete business cycle).

11

12 Q- Please describe your CE analysis.

13

14

Schedules 9 and 10 contain summaries of experienced returns on equity for several groups

of companies, while Schedule 11 presents a risk comparison of utilities versus unregulated

15 firms.

16

17

Schedule 9 shows the earned returns on average common equity and market-to-book ratios

for the two groups of proxy utilities. These can be summarized as follows:

18

19

20
Group

Proxy Group
Hanley Group

Historic
ROE

11.9-13.1%
12.0-12.3%

M/B
180-195%
180-184%

Prospective
ROE

12.0-12.4%
11.6-11 .9%

21

22

23

24

25

26

27

A.

A.

These results indicate that historic returns of 11.9-13.1 percent have been adequate to

provide market-to-book ratios of 180-195 percent for the groups of proxy utilities.

Furthermore, projected returns on equity for 2007, 2008, and 2010-2012 are within a

range of 11.6 percent to 12.4 percent for the utility groups. These relate to 2006 market-

to-book ratios of 191 percent or higher.
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1 Q- Have you also reviewed earnings of unregulated firms?

2 Yes. As an alterative, I also examined a group of largely unregulated firms. I have

3

4

5

6

7

8

examined the Standard & Poor's 500 Composite group, because this is a well recognized

group of firms that is widely utilized in the investment community and is indicative of the

competitive sector of the economy. Schedule 10 presents the earned returns on equity and

market-to-book ratios for the S&P 500 group over the past fifteen years. As this Schedule

indicates, over the two periods this group's average earned returns ranged from 14.1-14.7

percent with market-to-book ratios ranging between 284 percent and 341 percent.

9

10 Q- How can the above information be used to estimate the cost of equity for Southwest

11 Gas?

12

13

14

15

16

17

18

The recent earnings of the proxy utility and S&P 500 groups can be utilized as an

indication of the level of return realized and expected in the regulated and competitive

sectors of the economy. Ki order to apply these returns to the cost of equity for proxy

utilities, however, it is necessary to compare the risk levels of the utility industry with

those of the competitive sector. Shave done this in Schedule ll, which compares several

risk indicators for the S&P 500 group and the utility groups. The information in this

schedule indicates that the S&P 500 group is more risky than the utility proxy groups.

19

20 Q- What return on equity is indicated by the CE analysis?

21

22

23

24

25

26

27

A.

A.

A. Based on the recent earnings and market-to-book ratios, I believe the CE analysis

indicates that the cost of equity for the proxy utilities is no more than 10.0 percent to 10.5

percent (10.25 percent mid-point). Recent returns of 11.8-13.1 percent have resulted in

market-to-book ratios of 180 and greater. Prospective returns of 11.6 percent to 12.4

percent result in anticipated market-to-book ratios of 190 percent or over. As a result, it is

apparent that returns below this level would result in market-to-book ratios of well above

100 percent. Accordingly, an earned return of 10.0 percent to 10.5 percent should result in
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1

2

3

4

a market-to-book ratio of over 100 percent. As I indicated earlier, the fact that rnarket-to-

book ratios substantially exceed 100 percent indicates that historic and prospective returns

of 10 percent to ll percent reflect earnings levels that exceed the cost of equity for those

regulated companies.

5

6

7

8

9

In applying the CE analysis, it also is important to recognize recent trends. My

recommended range of 10.0 percent to 10.5 percent is further supported by the actual

newly authorized returns on common equity from 2002 through June 2007, which are as

follows for U.S. natural gas utilities as authorized by state regulatory agencies :

10

11
12
13
14
15
16
17

Year
2002
2003
2004
2005
2006
2007 (6 months)

ROE
11.03%
10.99%
10.59%
10.46%
10.43%
10.34%

No. of Decisions
21
25
20
26
16
15

18

19

20

21

Source: Regulatory Research Associates, "Regulatory Focus" July 3, 2007.

22

23

24

25

26

27

28

29

Please also note that my CE analysis is not based on a mathematic formula approach, as

are the DCF and CAPM methodologies. Rather, it is based on recent trends and current

conditions in equity markets. Further, it is based on the direct relationship between

returns on common stock and market-to-book ratios of common stock. In utility rate

setting, a fair rate of return is generally based on the utility's assets (i.e., rate base) and the

book value of the utility's capital structure. As stated earlier, maintenance of a financially

stable utility's market-to-book ratio at 100 percent, or a bit higher, is fully adequate to

maintain the utility's financial stability. On the other hand, a market price of a utility's

common stock that is 150 percent or more above the stock's book value is indicative of

earnings that exceed the utility's reasonable cost of capital. Thus, actual or projected
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1

2

earnings do not directly translate into a utility's reasonable cost of equity. Rather, they

must be viewed in relation to the market~to-book ratios of the utility's common stock.

3

4

5

6

7

8

9

10

11

12

My 10.0 percent to 10.5 percent CE recommendation reflects the fact that historic equity

returns of 11.9 percent to 13.1 percent have resulted in market-to-book ratios of 180

percent to 195 percent, which demonstrates that the equity returns exceed the cost of

capital. Likewise, projected returns of about 11.6 percent to 12.6 percent relate to 2006

market-to-book ratios of 190 percent and over. My 10.0 percent to 10.5 percent CE

recommendation is not designed to result in market-to-book ratios as low as 1.0 for

Southwest Gas. Rather, it is based on current market conditions and the proposition that

ratepayers should not be required to pay rates based on earnings levels that result in

excessive market-to-book ratios.

13

14

15

XI. RETURN ON EQUITY RECOMMENDATION

Please summarize the results of your three cost of equity analyses.Q-

16 My three methodologies produce the following:

17

18 9.3-10.4%
9.5-9.8%

10.0-10.5%19

Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

20

21

22

23

My overall conclusion from these results is a reasonable range of 9.3 percent to 10.5

percent, which focuses on the respective individual model findings. The mid-point of this

range is 9.9 percent.

24

A.

4
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1 Q- What cost of equity do you recommend for Southwest Gas?

2

3

4

I recommend a cost of equity of 10.0 percent, which is slightly above the 9.9 percent mid-

point of my cost of equity range. I recommend a slightly higher cost of equity to reflect

the lower equity ratio and lower debt ratings of Southwest Gas versus the proxy groups.

5

6

7

XII. TOTAL COST OF CAPITAL

What is the total cost of capital for Southwest Gas?Q.

8

9

10

11

12

Schedule 1 reflects the total cost of capital for the Company using the actual capital

structure and costs of short-term debt, long-tenn debt and preferred stock, and my

common equity cost recommendations. The resulting total cost of capital is a range of

8.55 percent to 9.07 percent (8.86 percent with 10.0 percent cost of equity). I recommend

that this 8.86 percent total cost of capital be established for Southwest Gas.

13

14 Q. Does your cost of capital recommendation provide the company with a sufficient

level of earnings to maintain its financial integrity?15

16

17

18

19

20

Yes, it does. Schedule 12 shows the pre-tax coverage that would result if Southwest Gas

earned my cost of capital recommendation. As the results indicate, my recommended

range would produce a coverage level within the benchmark range for a Triple B rated

utility. In addition, the debt ratio (which reflects the Company's proposed capital

structure) is within the benchmark for a Triple B rated utility.

21

22 XIII. COMMENTS ON COMPANY TESTIMONY

23 Q-

24

Have you reviewed the cost of capital testimony of Southwest Gas witness Frank J.

Hanley?

25 Yes, I have.

26

A.

A.

A.

A.
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1 Q- What is your understating of his cost of capital recommendation for Southwest Gas?

2 Mr. Hanley is recommending a total cost of capital for Southwest Gas of 9.45 percent, as

follows:3

4

5

6

7

8

9

Long-Term Debt
Preferred Stock
Common Equity

Ratios */
51 .0%
4.0%
45.0%

Cost
7.96%
8.20%
11.25%

Weighted
Cost

4.06%
0.33%
5.06%
9.45%

*/ April 30, 2007 cost rates applied to a hypothetical capital structure.

10

11 Q- How does he derive his cost of equity recommendation?

12 Mr. Hanley performs the following cost of equity analyses and derives the indicated

results:13

Southwest Gas

Proxy Group
of 8 Value
Line LDCs

NMF
10.86%
10.28%
13.42%
11.00%

9.92%
10.96%
10.50%
13.88%
11.00%

0.31%
11.31%

14

15

16

17

18

19

20

21

22

Discounted Cash Flow
Risk Premium
Capital Asset Pricing Model
Comparable Earnings
Indicated Cost of Equity
Investment Risk Adjustment
Recommended Cost of Equity 11.00%

23

24

His recommendation for Southwest Gas is 11.25 percent.

25 Q- Do you have any disagreements with any or all of Mr. Hanley's methodologies and

recommendations?26

27

28

29

A.

A.

A. Yes, I have disagreements with each of his cost of equity methodologies and conclusions,

as well as his proposed 0.31 percent "investment risk adjustment" for Southwest Gas. I

note that, even though Mr. Hanley claims (page 7, lines 4-5) his methodologies and
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1 conclusions are predicated on the Efficient Market Hypothesis ("EMH"), many of the

"adjustments" he makes to the models are in violation of the EMH.2

3

4 Q- Please begin with his DCF model and conclusions.

5

6

7

8

9

10

Mr. Hanley's 9.92 percent DCF conclusion is shown on Exhibit (FJH-6). It is

apparent from his exhibit that Mr. Hanley only considers the DCF results of two of the

eight companies in his proxy group due to his exclusion of all DCF rates of 9.6 percent or

less, which he rationalizes as "the lowest rate awarded to a gas distribution utility during

the twelve months ended March 2007." I do not believe it is appropriate to exclude

virtually all of his DCF results for this reason. I also note that the currently authorized

11 return on equity for Southwest Gas is less than 9.6 percent.

12

13 Q-

14

15

Mr. Hanley maintains in his testimony on pages 8 and 24-28, that the DCF model

cannot be used as an estimate of the cost of equity for a utility when the market price

of utility stocks exceeds the book value. Do you agree with this position?

16

17

18

19

20

21

22

23

24

No, I do not. Knowledgeable and/or informed investors are aware of the fact that most

utilities have their rates set based on the book value of their assets (i.e., rate base and

capital structure). This knowledge is reflected in the prices that investors are willing to

pay for stocks and thus is reflected in DCF cost rates. To make a modification of the DCF

cost rates, as Mr. Hanley proposes, amounts to an attempt to "reprice" stock values in

order to develop a DCF cost rate more in line with what he thinks the results should be.

This is clearly a violation of the principle of "the EMH", which Mr. Hanley cites

extensively in his testimony. If one believes that markets are efficient, there is no reason

to modify either stock prices or market models based on stock prices.

25

A.

A.
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1 Q-

2

3

4

5

6

A.

7

8

On page 26, Mr. Hanley states his view that when market prices exceed the book

value, the DCF results understate the cost of equity. He also postulates that when the

reverse occurs, the DCF results would overstate the cost of capital. Do you have any

comments on this?

Yes, I do. I was testifying in utility rate cases in the 1970s and early 1980s, a period

during which utility stock prices were frequently well below book value. Based on my

personal recollections, I cannot remember a single instance in which a utility-sponsored

cost of capital witness advocated that the DCF model overstated the cost of equity. I also

never have taken this position.9

10

11

12 I

13

I also note that I testified in a large number of rate proceedings in which Mr. Hanley and

members of his firm testified. can recall of no instances in which any AUS witness

testified that the DCF result overstated the cost of equity.

14

15

16

Q~ Please describe Mr. Hanley's risk premium methodology and conclusions.

17

18

19

20

Mr. I-Ianley's risk premium methodology combines his estimate (6.6 percent) of the

prospective yield on A rated public utility bonds, adjusted by 0.40 percent (for Southwest

Gas) and 0.09 percent (for proxy group) to reflect lower debt ratings with "equity risk

premiums" of 3.86 percent and 4.27 percent to alive at a risk premium cost of equity of

10.86 percent to 10.96 percent.

21

22 Q- Do you agree with his methodology and conclusions?

23

24

25

26

27

A.

A. No, I do not. I note, first, that recent yields on A rated utility bonds are below the 6.60

percent used by Mr. Hanley. This indicates that his "prospective" yields were overstated.

I also disagree with the equity risk premium level of 3.86 percent to 4.27 percent he

employs. Mr. Hanley uses two studies to derive this risk premium and averages the two

results. First, he compares total returns for the S&P over the 1926-2006 period with yields
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

on corporate bonds over the same period, as well as forecasted total returns on stocks

versus prospective yields on corporate bonds to derive an equity risk premium of 6.20

percent. He then multiplies the average by the betas of his LDC proxy groups (in a

CAPM context) to develop his 4.14 percent to 4.29 percent equity risk premium. Use of

total returns over the 1926-2006 period, in connection with bond yields over the same long

period, does not imply that any such relationships we expected by investors in 2008.

First, his methodology is a mis-match since its compares holding period returns (i.e.,

capital gains/losses plus income) with yields on bonds (i.e., only income). In addition, the

1926-2006 period was heavily influenced by the Great Depression, World War II, the high

inflation/interest rate environment of the 1970s/1980s, etc. Such factors are not prevalent

currently and have the effect of inflating risk premiums over those expected by investors.

l believe Mr. Hanley's analyses over-state the required risk premiums at the present time.

The fact that Mr. Hanley's forecasted equity risk premium is some two hundred and sixty

basis points less than the historic risk premium is further indication of this concern.

15

16

17

18

19

20

In addition, I find it inconsistent on his part to defend use of historic data going back to

1926 in his risk premium and CAPM analyses, and to then ignore historic data in his DCF

analyses. I do not see how an investor would place equal weight between returns in 1926

and 2006 in one type of analysis (i.e., risk premium and CAPM) and then give no weight

whatsoever to recent (i.e., 5 years) experience in DCF analysis.

21

22 Q. Please describe Mr. Hanley's CAPM analyses.

23

24

25

26

27

Mr. Hanley performs two CAPM analyses. His first CAPM is a "traditional" CAPM,

where he concludes that 10.17 percent to 10.49 percent is the CAPM cost. This uses a risk

free rate of 5.33 percent (prob acted yield on 30-year U.S. Treasury bonds). Actual 30-year

Treasury bonds have recently yielded below 4.5 percent, which indicates that his

prospective yield was excessive.

A.

llllIlllulllulll
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1

2

3

Mr. Hanley also performs an "empirical" CAPM analysis, wherein he assigns 75 percent

weight to actual betas for the proxy groups of gas utilities and a 25 percent weight to an

assumed beta of 1 .0 (i.e., the market beta). I disagree with this empirical CAPM.

4

5

6

The use of an empirical CAPM overstates the cost of equity for companies with betas

below that of the market. What the empirical CAPM actually does is inflate the CAPM

7

8

9

10

11

12

13

14

cost for the selected company or industry on one-fourth of its equity and assumes that one-

fourth of the company has the risk of the overall market. This is not appropriate for

Southwest Gas or for other utilities because it essentially creates a hypothetical beta that is

used in the place of the actual beta. Investors are provided actual betas by organizations

such as Value Line and it is reasonable to believe that investors rely upon these betas to

some extent in making investment decisions. Mr. Hanley has provided no rationale or

reasons to believe that investors would ignore these published betas and instead rely on

hypothetical betas that are neither published nor readily available.

15

16 Q.

17

Mr. Hanley also maintains that the traditional CAPM understates the cost of equity

for companies with betas below 1.0. Do you agree with his position?

18

19

20

21

No, I do not. Again, Mr. Hanley fails to accept the fact that betas are determined using

actual stock price movements and reflect actual decisions by investors. If one accepts the

Efficient Market Hypothesis, as he does, there is no reason to modify the actual stock

price movements and substitute alternative movements, as the empirical CAPM does.

22

23 Q- Please summarize Mr. Hanley's comparable earnings method.

24

25

26

A.

A. Mr. Hanley's comparable earnings analysis examines the forecasted returns on equity for

two groups of 23 and 34 non-utility companies which he perceives as being of similar risk

to Southwest Gas and his LDC proxy group. For the 23 companies, he calculated a 5-year
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1 forecasted return of 13.42 percent. The corresponding number  for  the group of 34

2 companies is 13.88 percent.

3

4

5

6

7

believe this analysis is an improper mechanism for estimating the cost of common equity

for Southwest Gas. The equivalence of beta values (i.e. ,  the basis for his selection of

comparison companies) does not indicate that the expected earnings and cost of common

equity for these non-utilities and utilities are the same. The prob acted 3-5 year returns for

8 the non-utilities is 13.42 and 13.88 percent in Mr. Hanley's Exhibit (FTH- 13) whereas

9

10

11

12

13

the respective returns for Mr. Hanley's proxy group of LDC utility companies is only

11.6-11.9 percent (my Schedule 9). This difference in returns demonstrates that utilities

are able to maintain similar Value Line betas to non-utilities even though their expected

earnings are substantially lower than those of the non-utilities. This result indicates that

the expected earnings for the non-utilities are greater than for utilities such as Southwest

14 Gas.

Q~ Mr. Hanley concludes that the "indicated cost of equity" for his proxy group is 11.0

percent, which he increases by some 0.31 percent to reflect his perception of a

required "investment risk adjustment" for Southwest Gas. What is your response to

this proposed adjustment?

15

16

17

18

19

20

21

22

23

2 4

25

26

27

28

29

30

I disagree with Mr. Hanley's proposed investment risk adjustment for Southwest Gas. Mr.

Hanley's 0.31 percent investment risk adjustment (which forms the basis for his 11.25

percent recommendation,  which actually incorporates a  0.25 percent adjustment for

Southwest Gas) is based on the yield differentials between A rated utility bonds and BBB

rated utility bonds (see page 54,  lines 6-8 and Sheet 3 of Mr.  Hanley's FJH-1).  Mr.

Hanley is maintaining that, since Southwest Gas has lower debt ratings than his proxy

group, the Company's cost of equity should be higher than that for the proxy group by the

same differential as the yield differential between A rated and BBB rated utility bonds.

A.

I do not believe that Mr. Hanley's proposed financial risk adjustment is warranted. As I

noted in an earlier section of my testimony, Southwest Gas has historically maintained a
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1

2

3

4

5

6

7

8

9

10

l l

12

13

14

lower equity ratio than most gas distribution utilities, which clearly has been a significant

factor its lower bond ratings. In addition, during much of the late 1980s and 1990s,

Southwest Gas owned a savings bank, which was a negative influence on the Company's

financial performance and security ratings. Neither of these factors presently exist for

Southwest Gas. The Company's common equity ratio is now similar to other gas

distribution utilities and the savings bank has been sold. It does appear, however, that the

lingering effects of these factors still influence the Company's ratings, especially the

historically lower equity ratios.

As a result, I do not believe it is appropriate to add the full 0.31 percent (or 0.25 percent)

differential to establish the cost of equity for Southwest Gas. I note, further, that Mr.

Hanley's own analyses show the same "indicated common equity cost rate before

investment risk adjustments" as shown on his FJH-l, page 2, which indicates the same

cost rate for Southwest Gas and his proxy group .

15

16 XIV. FAIR VALUE RATE BASE COST OF CAPITAL

17 Q-

18

What is your understanding of Southwest Gas' position on the issue of fair value rate

base and related cost of capital implications?

19

20

21

It is my understanding that Southwest Gas is requesting that the fair value of its rate base

be used in developing its rates. The Company does not appear to be requesting that its

weighted cost of capital be applied to the level of its fair value rate base.

22

23 Q-

24

What is your understanding of the Commission's procedure for utilizing the fair

value of rate base in setting utility rates?

25

26

27

My "non-legal understanding" is that the Commission must consider the fair value of a

utility's assets in setting rates. However, I do not agree that this implies that the

Company's cost of capital must be applied to the fair value of the rate base.

28

A.

A.
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1 Q-

2

Are you aware that the Commission has recently conducted a "remand" hearing on

the issue of regulatory treatment of fair value rate base for Chaparral City Water

3

4

5

6 The

7

8

Company?

Yes,  I  am. In January of this year ,  the Commission conducted a  public hear ing in

response to a  remand by the Ar izona  Appeals  Cour t  (Appeals  No.  CA-CC 05-002)

decisions in Chaparral City Water  Company (Docket No. W-02ll3A-04-0616).

purpose of this hearing was to determine the appropriate cost of capital to be applied to an

Arizona utility's fair value rate base .

9

10 Q. What is your understanding of the use of fair value rate base in Arizona?

11

12

13

14

15

16

17

18

19

My "non-legal understanding" is based in part on the 2006 Arizona Court of Appeals

decisions in the Chaparral City case (Docket No. 02113A-04-0616), that indicates that the

Court agreed with the Commission that "the cost of capital analysis 'is geared to concepts

of original cost measures of rate base,  not fair  value measures of rate base . . .  " The

decision goes on to make the following statement: "If the Commission determines that the

cost of capital analysis is not the appropriate methodology to determine the rate of return

to be applied to the FVRB, the Commission has the discretion to determine the appropriate

rnediodology." It  is  correspondingly the purpose of this section of my test imony to

recommend an "appropriate methodology" for use in conj unction with a FVRB .

20

21 Q,

22

Do you have any observations based upon your own experience in cost of capital

determination, as to whethera cost of capitaldeveloped for application to an original

cost rate base is consistent with a fairvalue rate base?23

24

25

26

Yes, I do. It is my personal experience, based upon over 35 years of providing cost of

capital testimony, that the concept of cost of capital is designed to apply to an original cost

rate base. This is the case since the cost of capital is derived from the liabilities/owners'

3 CA-CC 05-0002, Memorandum Decision dated February 13, 2007.
4 4 CA-CC 05-0002, Memorandum Decision dated February 13, 2007.

A.

A.

A.

l III IIIII_1I11l
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1

2

3

4

5

6

7

8

equity side of a utility's balance sheet using the book values of the capital structure

components. The cost of capital, once determined, is then applied to (i.e., multiplied by)

the rate base, which is derived from the asset side of the balance sheet (i.e.,OCRB). From

a financial perspective, the rationale for this relationship is that the rate base is financed by

the capitalization. Under this relationship, a provision is provided for investors (both

lenders and owners) to receive a return on their invested capital. Such a relationship is

meaningful as long as the cost of capital is applied to the original cost (i.e., book value)

rate base, because there is a matching orate base and capitalization.

9

10

11

12

13

14

15

16

17

When the concept of fair value rate base is incorporated, however, this link between rate

base and capital structure is broken. The amount of fair value rate base that exceeds

original cost rate base is not financed with investor-supplied funds and, indeed, is not

financed at all. As a result, a customary cost of capital analysis cannot be automatically

applied to the fair value rate base since there is no financial link between the two concepts.

In my "non-legal" opinion, both the Commission and Appeals Court have also recognized

this lack of compatibility between a customary weighted cost of capital ("WCOC")

analysis and FVRB .

18

19 Q-

20

Why is it important that there be a link between the concepts of rate base and cost of

capital?

21

22

23

24

This link is important since financial theory indicates that investors should be provided an

opportunity to earn a return on the capital they provided to the utility. Since the capital

finances the rate base (in an original cost world), the link between cost of capital and rate

base satisfies this financial objective.

25

A.
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1 Q-

2

Based on your experience as a cost of capital witness over the past 35 years, do you

have a suggestion as to how to account for the use of a FVRB in setting rates for

Southwest Gas?3

4

5

6

7

8

9

Yes, I do. Since the increment between fair value rate base and original cost rate base is

not financed with investor-supplied funds, it is logical and appropriate, from a financial

standpoint, to assume that this increment has no financing cost. As a result, the cost of

capital, through the capital structure, can be modified to account for a level of cost-free

capital in an equal dollar  amount to the increment of FVRB over the OCRB. Such a

procedure would still provide for a return being earned on all investor-supplied funds and

would thus be consistent with financial standards.10

11

12 Q, Have you made such a proposal in this proceeding?

13

14

Yes, I have. As is shown below, I have developed a capital structure and FVROR that

applies to Southwest Gas' FVRB .

15
Fair

Value
Return

16
Cost

17

18

7.96%
8.20%
10.0%
0.00%

19

Item
Short-term Debts
Long-term Debt
Preferred Stock
Common Equity
FVRB Increments
Total FVRB Capital

Amount
$0

557,641,284
47,969,143

465,129,366
323,152,085

$1,393,891,878

Percent
0.00%

40.01%
3.44%

33.37%
23. 18%

100.00%

3.18%
0.28%
3.34%
0.00%
6.80%

20

21

22

23

24

25

Applying this 6.80 percent to the FVRB provides for a return on all investor-supplied

capital and is therefore an appropriate rate to apply to the FVRB from a financial and

economic standpoint. As such, it provides for an appropriate fair value rate of return to be

applied to a FVRB.

5 As is the case for my cost of capital calculations, no short-term debt is included since the Company had none at the
end of the test period.
e 1=vRB minus oRB.

A.

A.

Ill
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1 Q- Have you developed an alternative method with which to apply a FVROR to a

FVRB?2

3

4

Yes, I have. Should the Commission determine that there should be a specific return

(greater than zero) applied to the FVRB Increment, Shave provided such a procedure.

5

6 Q. Why is it necessary to add a return on only the portion of FVRB that exceeds the

OCRB?7

8

9

10

11

The WCOC authorized by the Commission has already provided for a full cost of equity

return and cost of debt on the portions of equity and debt capital that are supporting the

OCRB portion of the FVRB. As a result, there is no need to provide any additional return

on the portions of FVRB supported by common equity and debt.

12

13

14

15

16

17

Stated differently, both the cost of debt and the return on common equity (i.e.,  capital

stock, paid-in capital, and retained earnings - the investment of common shareholders) are

already provided for in a traditional WCOC. Only the portion of the FVRB that exceeds

OCRB ("Fair  Value Increment") needs to have a specific return identified in order to

reflect a return component on that Fair Value Increment.

18

19 Q. What is the proper cost rate to apply to the Fair Value Increment?

20

21

22

23

24

25

26

27

A.

A.

A. As I indicated previously, from a financial perspective, it  should not be necessary to

provide for any return on the Fair Value Increment since this is not investor-supplied

capital. However, the Commission may choose to evaluate this issue from both a financial

and a  public policy perspective.  I am aware that  Southwest  Gas may claim that  the

concept of fair value carries with it the notion that investors should receive some benefit

when fair value is greater than original cost and should suffer some detriment when fair

value is less than original cost. It is possible that the Commission may determine that

Arizona's fair value provision, which is somewhat unique, is not inconsistent with these
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1

2

3

4

5

concepts. Nonetheless, the idea that the Company should receive some benefit from the

Fair Value Increment does not mean that one should automatically apply to the FVRB a

WCOC developed by reference to original cost rate base. If it is determined that it is

desirable to provide an additional (non-zero) return on the Fair Value Increment, the

proper return should be no larger than the real (i.e., alter inflation is removed) risk-Nee

rate of return.6

7

8 Q- What is the risk-free return?

9 The risk-free return is, in financial terms, the return on an investment that cables little or

10 no risk. Risk-Nee investments are universaIly defined as U.S. Treasury Securities, with

11

12

13

14

15

short-tenn maturities usually being used as the risk-free rate. Over the past several

months, various maturities of U.S. Treasury securities have yielded from about 2.0 percent

(short-term) to 4.5 percent (long-term) in nominal terms. Rates have declined recently. I

also note that 2008-2009 forecasts of U.S. Treasury securities are about 4.0 percent to 4.5

percent. As a result, Fuse 4.5 percent as the nominal risk-free rate.

16

17 Q. What is the "real" risk-free rate?

18

19

The concept of real rates involves the removal of the rate of inflation from the nominal

risk-free rate. In 2007, the rate of inflation, as measured by the Consumer Price Index

20 ("CPI"), was 4.1 percent. Forecasts of the CPI for 2008-2009 are about 2 percent. As a

21

22

result, I propose to use a 2 percent inflation rate for computing the real risk-free rate,

which is computed as follows:

23

24 Nominal Risk-Free Rate 4.5%

25 Less: Inflation Rate 2.0%

26 Equals: Real Risk-Free Rate 2.5%

27

A.

A.
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1 Q-

2

3

4

5

6

Please explain why Southwest Gas' FVROR should consider the real risk-free rate,

as opposed to the nominal risk-free rate.

The investors of Southwest Gas are already receiving an inflation factor due to the

inclusion of inflation in the FVRB Increment. Specifically, the Fair Value Increment

incorporates inflation by considering the current value of assets, which reflect, in part, past

inflation. It would be double-counting to also include the inflation components in the

7 return to be applied to the FVRB Increment.

8

9 Q- What return on the Fair Value Increment do you recommend in your alternative

10 FVROR proposal?

11

12

13

14

15

16

17

18

19

20

My alternative FVROR proposal incorporates a return on the Fair Value Increment with a

maximum value of 2.5 percent, as developed above. However, I wish to emphasize that

this 2.5 percent value is the maximum value that could be applied to the FVRB Increment.

In reality, any value between zero percent and 2.5 percent could be used as the cost rate on

the FVRB Increment. As I stated above, this Fair Value Increment return is in addition to

the return that the Company's investors already earn on their investment in the Company.

In this sense, an above-zero cost rate for the fair value increment represents a bonus to the

Company that would have to find its justification in policy considerations instead of in

pure economic or financial principles, for that reason, the selection of an appropriate cost

rate within this range should fall to the Cornlnission's discretion. I would propose the

21 mid-point of this range, or 1.25 percent.

22

23 Q- What is the resulting impact of your alternative proposal in this proceeding?

24 I am proposing the following modified FVROR for Southwest Gas :

25

A.

A.

A.
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1

2
3
4

Cost Return

5

7.96%
8.20%

10.00%
1.25%6

Capital Item

Short-term Debt
Long-term Debt
Preferred Stock
Common Equity
FVRB Increment
Total

Percent
0.00%

40.07%
3.44%

33.37%
23.18%

100.00%

3.18%
0.28%
3.34%
0.29%
7.09%

7

8

9

As shown in the above table, this alterative proposal provides for a non-zero return on

the Fair Value Increment of Southwest Gas, and provides for an overall fair value rate of

10 return of 7.09 percent on the FVRB.

11

12 Q-

13

Of the two alternative proposals for determining the fair value rate of return that

should be applied to the FVRB, which one do you believe is more appropriate and

14 why?

15

16

17

18

19

From a financial perspective, I believe the first proposal (i.e., zero-cost for FVRB

Increment) is most appropriate. This proposal is consistent with financial principles and

would fully compensate the Company's investors for their investment. In addition, this

proposal utilizes the FVRB of the Company. If the Commission were to determine that a

non-zero return on the Fair Value Increment is desirable, the alternative (i.e., a 1.25%

20 cost-rate for the FVRB increment) is not inappropriate.

21

22 Q- Do these proposals provide for a return on the FVRB of Southwest Gas?

23 Yes, they do.

24

25 Q.

26

Will Staff continue to evaluate appropriate methods for determining the fair value

rate of return on fair value rate base?

27

28

29

A.

A.

A. It is my understanding that the Commission Staff will continue to consider these issues in

the context of future rate cases. Individual rate cases present different issues and varying

sets of circumstances. For example, if one were to assign a non-zero cost rate to the fair
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A.

Q.

reduction in risk. I have not proposed such an adjustment in this case, but these issues may

value increment, it may be appropriate to determine the cost of equity to reflect a

appear as Staff continues to consider appropriate methods for determining and evaluating

the concept of fair value rate of return on fair value rate base.

Yes.

Does this conclude your Direct Testimony?
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which They are Governed," prepared for the Virginia Consumer Finance Association, with
Michael J. Ilea, 1973

State Banks and the State Corporation Commission:
Associates, Inc., 1974

A Historical Review, Technical

"A Study of the Implications of the Sale of Wine by the Virginia Department of Alcoholic
Beverage Control", prepared for the Virginia Wine Wholesalers Association, Virginia Retail
Merchants Association, Virginia Food Dealers Association, Virginia Association of Chain
Drugstores, Southland Corporation, and the Wine Institute, 1983 .

"Performance and Diversification of the Blue Cross/Blue Shield Plans in Virginia: An
Operational Review", prepared for the Bureau oflnsurance of the Virginia State Corporation
Commission, with Michael J. oleo and Alexander F. Skirpan, 1988.

The Cost of Capital - A Practitioners' Guide, Society of Utility and Regulatory Financial
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Analysts, 1997 (previous editions in 1991, 1992, 1993, 1994, and 1995).

Papers Presented and Articles Published

"The Differential Effect of Bank Structure on the Transmission of Open Market Operations,"
Western Economic Association Meeting, with Charles Schotta, 1971

"The Economic Obi actives of Regulation: The Trend in Virginia," (with Michael J. Ilea),
William and Marv Law Review, Vol. 14, No. 2, 1973

"Evolution of the Virginia Banking Structure, 1962-1974: The Effects of the Buck-Holland
Bill", (with Michael J. Ilea), William and Marv Law Review, Vol. 16, No. 3, 1975

"Banking Structure and Statewide Branching: The Potential for Virginia", William and Marv
Law Review, Vol. 18, No. l, 1976

"Bank Expansion and Electronic Banking: Virginia Banking Structure Changes Past,
Present, and Future," William and Marv Business Review," Vol. 1, No. 2, 1976

"Electronic Banking - Wave of the Future?" (with James R.  Marchand), Journal of
Management and Business Consulting, Vol. l, No. 1, 1976

"The Pricing ofElectricity" (with James R. Marchand), Journal ofMana,qement and Business
Consulting, Vol. 1, No. 2, 1976

"The Public Interest - Bank and Savings and Loan Expansion in Virginia" (with Richard D.
Rogers), University of Richmond Law Review, Vol. 11, No. 3, 1977

"When Is It In the 'Public Interest' to Authorize a New Bank?", Universitv of Richmond Law
Review, Vol. 13, No. 3, 1979

"Banking Deregulation and Its Implications on the Virginia Banking Structure," William and
Marv Business Review, Vol. 5, No. l, 1983

"The Impact of Reciprocal kiterstate Banking Statutes on The Performance of Virginia Bank
Stocks", with William B. Harrison, Virginia Social Science Journal, Vol. 23, 1988

"The Financial Performance of New Banks in Virginia", Virginia Social Science Journal,
Vol. 24, 1989

"Identifying and Managing Community Bank Performance After Deregulation", with
William B. Harrison, Journal of Managerial Issues, Vol. II, No. 2, Summer 1990
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"The Flotation Cost Adjustment To Utility Cost of Common Equity - Theory, Measurement
and Implementation," presented at Twenty~Fifth Financial Forum, National Society oRate
of Return Analysts, Philadelphia, Pennsylvania, April 28, 1993 .

Biography of Moon Edison Bristow, Dictionary of Virginia Biography, Volume 2, 2001.
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SOUTHWEST GAS CORP.
TOTAL COST OF CAPITAL

Item Amount Percent Cost Weighted Cost

Short-Term Debt 0.00% 0.00%

52.08% 7.96% 4.15%Long-Term Debt

Preferred Stock

$0

4.48% 8.20% 0.37%

Common Equity

$1,163,505,877

$100,000,000

$970,385,472 43.44% 9.30% 10.50% 4.04% 4.56%

Total $2,233,891,349 100.00% 8.55% 9.07%

8.86% With 10.0% ROE
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Year

1975

1976

1977

1978

1979

1980

1981

1982

1983
1984
1985
1986
1987
1988
1989
1990
1991

Real

GDP
Growth*

-1 .1 %
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1 %

4.0%
6.8%
3.7%
3.1%
2.9%
3.8%
3.5%
1.8%
-0.5%

ECONOMIC INDICATORS

Industrial

Production

Growth

-8.9%
10.8%
5.9%
5.7%
4.4%
-1 .9%
1.9%
-4.4%

3.7%
9.3%
1.7%
0.9%
4.9%
4.5%
1.8%
-0.2%
-2.0%

1983 - 1991 Cycle

1975 - 1982 Cycle

Unemploy-
ment
Rate

9.5%
7.5%
7.2%
7.0%
6.2%
5.5%
5.3%
5.6%
6.8%

8.5%
7.7%
7.0%
6.0%
5.8%
7.0%
7.5%
9.5%

Consumer
Price Index

Exhibit DCP-2
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7.0%
4.8%
6.8%
9.0%

13.3%
12.4%
8.9%
3.8%

3.8%
3.9%
3.8%
1.1%
4.4%
4.4%
4.6%
6.1 %
3.1%

Producer

Price Index

6.6%
3.7%
6.9%
9.2%
12.8%
11.8%
7.1%
3.6%

0.6%
1.7%
1.8%
-2.3%
2.2%
4.0%
4.9%
5.7%
-0.1 %

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

3.0%
2.7%
4.0%
2.5%
3.7%
4.5%
4.2%
4.5%
3.7%
0.8%

1992 D 2001 Cycle
3.1 % 7.5%
3.3% 6.9%
5.4% 6.1 %
4.8% 5.6%
4.3% 5.4%
7.2% 4.9%
6.1% 4.5%
4.7% 4.2%
4.5% 4.0%
-3.5% 4.7%

2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1.6%
2.7%
3.4%
1.6%

1.6%
0.2%
1.7%
2.3%
2.8%
-1 .2%
0.0%
2.9%
3.6%
-1 .6%

CurrentCycle

2002
2003
2004
2005
2006
2007

1.6%
2.5%
3.6%
3.1%
2.9%
2.2%

0.0%
1.1%
2.5%
3.2%
3.9%
2.1%

5.8%
6.0%
5.5%
5.1%
4.6%
4.6%

2.4%
1.9%
3.3%
3.4%
2.5%
4.1%

1.2%
4.0%
4.2%
5.4%
1.1%
6.3%

*GDP=Gross Domestic Product

Source: Council of Economic Advisors, Economic Indicators, various issues.
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1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2003

2004

2002

Yea r

Real
GDP

Growth*

1.2%
3.5%
7.5%
2.7%

2.7%
2.2%
2.4%
0.2%

Industrial
Production

Growth

ECONOMIC INDICATORS

1.1%
-0.9%
-0.9%
1.5%

-3.8%
-1.2%
0.8%
1.4%

Unemploy-
ment
Rate

5.8%
6.2%
6.1%
5.9%

5.6%
5.9%
5.8%
5.9%

Consumer
Price Index

Exhibit DCP-2
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4.8%
0.0%
3.2%
-0.3%

2.8%
0.9%
2.4%
1.6%

Producer
Price Index

5.6%
-0.5%
3.2%
2.8%

4.4%
-2.0%
1.2%
0.4%

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr,

3.0%
3.5%
3.6%
2.5%

2.8%
4.9%
4.6%
4.3%

5.6%
5.6%
5.4%
5.4%

5.2%
4.4%
0.8%
3.6%

52%
4.4%
0.8%
7.2%

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr,

3.1%
2.8%
4.5%
1.2%

3.8%
3.0%
2.7%
2.9%

5.3%
5.1%
5.0%
4.9%

4.4%
1.6%
8.8%
-2.0%

5.6%
-0.4%
14.0%
4.0%

2006
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

4.8%
2.4%
1.1%
2.1%

3.4%
4.5%
5.2%
3.5%

4.7%
4.6%
4.7%
4.5%

4.8%
4.8%
0.4%
0.0%

-0.2%
5.6%
-4.4%
3.6%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

0.6%
3.8%
4.9%
0.6%

2.5%
1.6%
1.8%
1.7%

4.5%
4.5%
4.6%
4.8%

4.8%
5.2%
1.2%
5.6%

6.4%
6.8%
1.2%
12.8%

Source: Council of Economic Advisors, Economic Indicators, various issues.
v. ...
\.



I v

Exhibit DCP-2
Page 3 of 6

INTEREST RATES

Year
Prime
Rate

US Treas
T Bills

3 Month

US Treas
T Bonds
10 Year

Utility
Bonds
Aaa

Utility
Bonds
Aa

Utility
Bonds

A

Utility
Bonds
Baa

1975 -1982 Cycle
1975
1976
1977
1978
1979
1980
1981
1982

7.86%
6.84%
6.83%
9.06%
12.67%
15.27%
18.89%
14.86%

5.84%
4.99%
5.27%
7.22%
10.04%
11.51%
14.03%
10.69%

7.99%
7.61 %
7.42%
8.41 %
9.44%
11.46%
13.93%
13.00%

9.03%
8.63%
8.19%
8.87%
9.86%
12.30%
14.64%
14.22%

9.44%
8.92%
8.43%
9.10%
10.22%
13.00%
15.30%
14.79%

10.09%
9.29%
8.61 %
9.29%

10.49%
13.34%
15.95%
15.86%

10.96%
9.82%
9.06%
9.62%
10.96%
13.95%
15.60%
16.45%

1983 _ 1991 Cycle
1983
1984
1985
1986
1987
1988
1989
1990
1991

10.79%
12.04%
9.93%
8.33%
8.21 %
9.32%

10.87%
10.01%
8.46%

8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51 %
5.42%

11.10%
12.44%
10.62%
7.88%
8.39%
8.85%
8.49%
8.55%
7.86%

12.52%
12.72%
11 .68%
8.92%
9.52%
10.05%
9.32%
9.45%
8.85%

12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%

13.66%
14.03%
12.47%
9.58%
10.10%
10.49%
9.77%
9.86%
9.36%

14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%
10.06%
9.55%

1992 - 2001 Cycle
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

6.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91%

3.45%
3.02%
4.29%
5.51%
5.02%
5.07%
4.81%
4.66%
5.85%
3.45%

7.01%
5.87%
7.09%
8.57%
6.44%
6.35%
5.26%
5.65%
6.03%
5.02%

8.19%
7.29%
8.07%
7.68%
7.48%
7.43%
6.77%
7.21%
7.88%
7.47%

8.55%
7.44%
8.21%
7.77%
7.57%
7.54%
6.91%
7.51%
8.06%
7.59%

8.69%
7.59%
8.31%
7.89%
7.75%
7.60%
7.04%
7.52%
8.24%
7.78%

8.86%
7.91%
8.63%
8.29%
8.16%
7.95%
7.26%
7.88%
8.36%
8.02%

CurrentCycle
2002
2003
2004
2005
2006
2007

4.67%
4.12%
4.34%
6.19%
7.96%
8.05%

1.62%
1.02%
1.38%
3.16%
4.73%
4.41%

4.61%
4.01%
4.27%
4.29%
4.80%
4.63%

[1] 7.19%
6.40%
6.04%
5.44%
5.84%
5.94%

7.37%
6.58%
6.16%
5.65%
6.07%
6.07%

8.02%
5.84%
6.40%
5.93%
6.32%
6.33%

[1] Note: Moody's has not published Aaa utility bond yields since 2001.

Sources: Council of Economic Advisors, Economic indicators, Moody's Bond Record, Federal
Reserve Bulletin, various issues.



1 L

2003
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
om
Nov
Dec

zoom
Jan
Feb
Mar
Apr
May
June
July
Aug
gem
O f
Nov
Dec

2005
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

Year

4.00%
4.00%
4.00%
4.00%
4.w %
400%
4.25%
4.50%
4_75%
4.75%
5.00%
5.25%

4.25%
4.25%
4.25%
4.25%
4.25%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%

5.25%
5.50%
5.75%
5.75%
5.00%
6.25%
6.25%
6.50%
6.75%
6.75%
7.oo%
725%

Prime
Rate

US Treas
T Bills

3 Month

2.32%
2.53%
2.75%
2.79%
2.88%
2.99%
3.22%
3.45%
347%
310%
3.90%
3.89%

08914.
0.92%
0.94%
0_94*
1.04*
1.27%
1.35*
1.48%
1.85%
1.7556
2.08%
2.20%

1.17%
1.16%
1.13%
1.14%
1.08%
0.95%
0_gg*
0.96%
0.95%
0.93%
0.94%
g_g0*

INTEREST RATES

US Treas
T Bonds
10 Year

4.22%
4.17%
4.50%
4.34%
4.14%
4.00"/»
4.18%
4.26%
4.20%
4.46%
4.54%
4.47%

4. 15%
4.08%
3.83%
4.35%
4.72%
4.73%
4.50%
4.28%
4.13*
4.10%
4.19%
4.23%

4.05%
3.90%
3.81 %
3.96%
3. 57%
a.33%
3.98%
4.45%
4.27%
4.29%
4.30%
4.27%

Utility
Bonds
Aaa

[1]

[1]

5.68%
5.55%
5.76%
555%
5.39%
5.05%
518%
5.23%
5.27%
5.50%
5.59%
5.55%

6.06%
6.10%
5.93%
6.33%
6.66%
6.30%
5.09%
5.95%
5.79%
5.74%
5.79%
5.78%

Utility
Bonds

Aa

6.87%
6.66%
6.56%
6.47%
6.20%
6.12%
6.37%
6.48%
6.30%
6.28%
6.26%
618%
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5.78%
5.51 %
5. 83%
5.54%
5.3%
5.40%
s. 51 %
s. 50%
5. 52%
5. 79%
5, 88%
5. BO%

7.06%
s. 93%
6.79%
6.64%
8.35%
6.21 as
s.57%
6_7/*
s. sex
5.43%
6.37%
5.27%

5. 15*
s. 15%
5.97%
8.35%
8.62%
5_46*
5.27%
s. 14%
5. 98%
5.94%
5.97*
5.92*

Utility
Bonds

A

5.47%
6.28%
6.12%
6.46%
6.75%
6.84%
6.67%
5.45%
6.27*
5_17*
6.16%
6.10%

5.95%
5.76%
5.01 %
5.95%
5.BB%
5.70%
5.81 as
5.80%
5.83%
5.08%
s. 19%
5.14%

Utility
Bonds
Baa

7.47%
7. 17%
7.05%
6.94%
5.47%
s. 30%
s.67%
7.05%
6.87%
5.79%
5.69%
B.61 '55

2006
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
O f
Nov
Dec

7.50%
750%
7.75%
7.75%
8.00%
8.25%
8.25%
8.25%
8.25%
8.25%
8.25%
8.25%

4.20%
4.41%
4.51 %
4.59%
4.72%
4.79%
4.96%
4.98%
4.82%
4.B9%
4.95%
4B5%

4.42*
4.57%
4.72%
4.99%
5.11%
5.11%
5.09%
4.88%
4.72%
4.73%
4.80%
4.56%

5.50%
5_55*
5.71 %
5.02%
5.16%
5.16%
5.13%
5_97*
5.81%
5.80%
5.61%
5.62%

5.75%
5.82%
5.98%
629%
6.42%
6.40%
6.37%
8.20%
G.0O%
5.98%
5.BO%
5.81 "lo

6.06%
5.11 %
5.25%
5.54%
5.59%
5.61 %
6.61 %
5.43%
5.26%
15.24%
8.04%
5.05%

2007
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

5.25%
8.25%
8.25%
8.25%
8.25%
8.25%
8.25%
8.25%
7.75%
7.50%
7.50%
7.25%

4.95%
s. 02%
4.97%
4. 88%
4.77%
4.9%
4.84%
4_34*
4.01 *
3_97*
3.49%
3.08%

4.76%
4.72%
4.55%
4.69%
4.75%
5.10%
500%
4.67%
4.52"/»
4.53%
4. 15%
4.10%

578%
573%
5.66%
583%
5.B5%
6.18%
6. 11 %
6 11 %
6.10%
8.04%
5.87%
6.03%

5.96%
5.90%
535%
5.97%
5.99%
6.30%
6.25%
8.24%
5.18%
6. 11 %
5.97%
6.16%

5.16%
5.10%
8.10%
8.24%
s.23%
5.54%
5.49%
s.51 as
5_45*
5.35%
8.27%
5.51%

2008
Jan 600% 2.86% 3.74% 5.B7% 6.02% 635%

[1] Note: Moody's has not published Aaa utility bond yields since 2001 .
\

l

Sources: Council of Economic Advisors, Economic Indicators, Moodys Bond Record; Federal
ReserveBulletin; various issues.
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1983
1984
1985
1986
1987
1988
1989
1990
1991

Year

1975
1976
1977
1978
1979
1980
1981
1982

S&P NASDAQ
Composite [1] Composite [1]

[11
322.84
334.59
376.18

STOCK PRICE INDICATORS

1983 - 1991 Cycle

1975 - 1982Cycle

[t]

802.49
974.92
894.63
820.23
844.40
891 .41
932.92
884.38

DJIA
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4.31 %
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81 %

S&P
DIP

9.15%
8.90%
10.79%
12.03%
13.46%
12.66%
11.96%
11.60%

S&P
E/P

491.69

1 ,190.34
1,178.48
1 ,328.23
1,792.76
2,275.99
2,060.82
2,508.91
2,678.94
2,929.33

4.40%
4.64%
4.25%
3.49%
3.08%
3.64%
3.45%
3.61%
3.24%

8.03%
10.02%
8.12%
6.09%
5.48%
8.01%
7.41 %
6.47%
4.79%

1992 cl 2001 Cycle
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

415.74
451.21
460.42
541.72
670.50
873.43

1,085.50
1,327.33
1,427.22
1,194.18

599.26
715.16
751.65
925.19

1,164.96
1,469.49
1,794.91
2,728.15
3,783.67
2,035.00

3,284.29
3,522.06
3,793.77
4,493.76
5,742.89
7,441 .15
8,625.52

10,464.88
10,734.90
10,189.13

2.99%
2.78%
2.82%
2.55%
2.19%
1.77%
1 .49%
1.25%
1.15%
1.32%

4.22%
4.48%
5.83%
6.09%
5.24%
4.57%
3.46%
3.17%
3.63%
2.95%

Current Cycle
2002
2003
2004
2005
2006
2007

993.94
965.23

1,130.65
1,207.23
1,310.46
1,477.19

1,539.73
1,647.17
1,986.53
2,099.32
2,263.41
2,578.47

9,226.43
8,993.59
10,317.39
10,547.67
11 ,408.67
13,169.98

1.61%
1.77%
1.72%
1.83%
1.87%
1.86%

2.92%
3.84%
4.89%
5.36%
5.78%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ
Composite prior to 1991 .

Source: Council of Economic Advisors, Economic Indicators, various issues.



1

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

YEAR

2004

2003

2002

S&P
Composite

1,133.29
1,122.87
1,104.15
1,162.07

860.03
938.00

1,000.50
1,056.42

1.131.56
1,068.45
894.65
887.91

STOCK PRICE INDICATORS

NASDAQ
Composite

2,041.95
1,984.13
1,872.90
2,050.22

1,350.44
1,521.92
1,765.96
1,934.71

1,879.85
1,641.53
1,308.17
1,346.07

10,488.43
10,289.04
10,129.85
10,362.25

10,105.27
9,912.70
8,487,59
8,400.17

8,122.83
8,684.52
9,310.57
9,856.44

DJIA
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1.64%
1.71%
1.79%
1.75%

1.89%
1.75%
1.74%
1.69%

1.39%
1.49%
1.76%
1.79%

S&P
D/P

4.62%
4.92%
5.18%
4.83%

3.57%
3.55%
3.87%
4.38%

2.15%
2.70%
3.68%
3.14%

S&P
EIP

2005
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,191.98
1,181.65
1,225.91
1,262.07

2,056.01
2,012.24
2,144.61
2,246.09

10,648.48
10,382.35
10,532.24
10,827.79

1.77%
1.85%
1.83%
1.86%

5.11%
5.32%
5.42%
5.60%

2006
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,283.04
1,281.77
1,288.40
1,389.48

2,287.97
2,240.46
2,141.97
2,390.26

10,996.04
11,188.84
11,274.49
12,175.30

1.85%
1.90%
1.91%
1.81%

5.61%
5.86%
5.88%
5.75%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,425.30
1,496.43
1,490.81
1,494.09

2,444.85
2,552.37
2,609.68
2,701.59

12,470.97
13,214.26
13,488.43
13,502.95

1.84%
1.82%
1.86%
1.91%

5.85%
5.65%
5.15%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the nAsoA(
Composite prior to 1991.

Source: Council of Economic Advisors, Economic Indicators, various issues.
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2000

1999

1998

1997

1996

1995

Date

SOUTHWEST GAS CORP
BOND RATINGS

Moody's

Baan

Baan

Baan

Baa2

Baa2

Baa2

Standard & Poor's

BBB-

BBB-

BBB-

BBB-

BBB-

BBB-

Exhibit DCP-3
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BBB

Fitch

2001 Baan BBB- BBB

2002 Baa2 BBB- BBB

2003 Baa2 BBB- BBB

2004 Baa2 BBB- BBB

2005 Baan BBB- BBB

2006 Baan BBB- BBB

2007 Baan BBB- BBB

Source: Response to Request No. STF-2-6.
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SOUTHWEST GAS CORP.
CAPITAL STRUCTURE RATIOS

2002 - 2007
($000)

YEAR
COMMON
EQUITY

LONG-TERM
DEBT

SHORT-TERM
DEBT

2003 $630,467
33.0%
34.0%

$1,221,164
63.9%
66.0%

$58,435
3.1%

2004 $705,676
35.8%
35.8%

$1 ,262,936
64.2%
64.2%

0.0%

2005 $751,135
34.4%
36.2%

$1 ,324,898
60.7%
63.8%

$107,215
4.9%

2006 $901 ,425
38.9%
39.4%

$1 ,386,354
59.9%
60.6%

$27,545
1.2%

2007 $983,673
41.0%
41 .9%

$1 ,366,067
57.0%
58.1%

$47,079
2.0%

Note: Percentages may not total 100.0% due to rounding.

Source: Southwest Gas Corp., Annual Reports to Stockholders.
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Average

AGL Resources
At nos Energy
Energy
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

Composite

COMPANY

48.3%

48.3%
51.9%
53.1%
54.5%
52.9%
66.7%
50.9%
53.9%
37.8%
35.8%
19.1%
54.8%

2000

45.7%

38.7%
45.7%
46.9%
50.2%
49.9%
61.7%
53.2%
52.4%
35.9%
39.6%
17.4%
56.3%

VALUE LINE GAS DISTRIBUTION COMPANIES
COMMON EQUITY RATIOS

2001

41 .4%

47.4%

41 .7%
46.1%
53.2%
52.3%
49.4%
64.5%
51.5%
56.1%
46.1 %
34.1%
21.7%
52.4%

2002

43.7%

50.4%

49.7%
49.8%
55.8%
49.4%
61 .9%
60.3%
50.3%
57.8%
49.0%
34.0%
33.0%
54.3%

2003

45.7%

51 .4%

46.0%
56.8%
56.7%
48.3%
59.7%
60.1%
54.0%
56.4%
51.0%
35.8%
35.0%
57.2%

2004

48.1%
42.3%
56.6%
51 .8%
58.0%
62.5%
53.0%
58.6%
55.1 %
35.2%
41.7%
58.5%

48.3%

51.9%

2005

53,1%

49.8%
43.0%
67.4%
50.4%
65.2%
53.7%
53.7%
51.7%
55.3%
39.4%
35.9%
61 .5%

2006

Exhibit DCP-5
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Average 2009-2011

49.7%

44.8%

46.0%
47.9%
55.7%
51.0%
56.7%
62.8%
52.4%
55.3%
47. 1 %
35.4%
29. 1 %
55.4%

46.0%

58.3%

51 .5%
49.0%
60.0%
51 .0%
72.8%
14.0%
52.0%
50.8%
59.0%
47.0%
57.0%
65.8%

Source: Value Line Investment Survey.
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COMPARISON COMPANIES
CAPITAL STRUCTURE RATIOS

INCLUDING SHORT-TERM DEBT

Company 2001 2002 2003 2004 2005 2006

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

32%
40%
45%
41%
43%
50%
46%
51%
32%
31%
14%
48%

33%
39%
47%
37%
44%
51%
48%
54%
34%
33%
24%
48%

41%
45%
55%
37%
44%
41%
50%
53%
41%
33%
29%
49%

41%
41%
51%
40%
45%
43%
49%
53%
31%
34%
31%
52%

41%
38%
56%
38%
43%
42%
47%
48%
45%
36%
33%
58%

42%
45%
64%
58%
51%
51%
48%
46%
44%
41%
32%
51%

Average 39% 41% 43% 43% 44% 48%

Source: AUS Utility Reports.
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AGL Resources
At nos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

Average

Hanley Proxy Companies

AGL Resources
At nos Energy
Energy
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

Value Line Natural Gas
Distribution Companies

COMPANY

COMPARISON COMPANIES
DMDE NDY IE L D

$ 1 . 6 4
$ 1 . 3 0
$ 1 . 5 0
$ 1 . 8 6
$ 1 . 5 0
$ 1 . 0 0
$ 1 . 0 8
$ 1 . 3 7

$ 1 . 6 4
$ 1 . 3 0
$ 0 . 4 6
$ 1 . 5 0
$ 1 . 6 0
$ 1 . 8 6
$ 1 . 5 0
$ 1 . 0 0
$ 1 . 0 8
$ 0 . 8 6
$ 0 . 7 4
$ 1 . 3 7

DPS

$39.21
$28.85
$35.72
$45.16
$50.B9
$2798
$38.50
$3452

November, 2007 - January, 2008
HIGH LOW AVERAGE

$ 3 9 . 2 1
$ 2 5 . 8 5
$ 7 0 . 4 1
$ 3 5 . 7 2
$ 5 2 . 0 7
$ 4 5 . 1 6
$ 5 0 . 8 9
$ 2 7 . 9 8
$ 3 8 . 5 0
$ 3 0 . 9 7
$ 2 8 . 1 8
$ 3 4 . 6 2

$35.42
$26.00
$31.86
$37.40
$44.62
$24.01
$33.82
$31 .31

$ 3 5 . 4 2
$ 2 6 . 0 0
$ 5 7 . 6 1
$31 .BS
$ 4 3 . 8 3
$ 3 7 . 4 0
$ 4 4 . 6 2
$ 2 4 . 0 1
$ 3 3 . 8 2
$ 2 6 . 3 0
$ 2 3 . 9 9
$31 .31
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$37.32
$27.43
$33,79
$41 .28
$47.76
$26.00
$36,16
$32.97

$37.32
$27.43
$54.01
$33.79
$47.95
$41 .28
$47.76
$26.00
$36.16
$28.64
$26.09
$32.97

4.4%
4.7%
4.4%
4.5%
3.1%
3.8%
3.0%
4.2%

YIELD

4.4%
4.7%
0.7%
4.4%
3.3%
4.5%
3.1%
3.8%
3.0%
3.0%
2.8%
4.2%

3.5%

Average 4.0%

Source: Yahoo! Finance.

i
\
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COMPARISON COMPANIES
RETENTION GROWTH RATES

COMPANY 2002 2003 2004 2005 2006 Average 2007 2008 '10-'12 Average

Value Line Natural Gas

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

7.0%
1 .9%
7.0%
0.0%
6.9%
6.5%
1.9%
1.7%
4.7%
1 .9%
9.7%
0.0%

6.6%
2.8%
12.1%
3.1 %
7.7%
1 .5%
2.6%
3.1 %
5.0%
1.7%
9.2%
6.2%

5.6%
1 .7%
12.4%
2.7%
7.8%
2.1 %
2.7%
3.7%
5.9%
4.3%
7.3%
4.1%

6.2%
2.3%
16.1 %
3.1 %
8.5%
2.3%
3.7%
3.6%
6.2%
2.2%
115%
4.6%

6.3%
3.6%
16.7%
5.1 %
6.3%
5.2%
4.2%
2.8%
10.2%
5.3%
9.4%
3.1%

8.3%
2.5%
12.9%
2.8%
1.4%
3.5%
3.0%
3.0%
8.4%
3.1 %
9.4%
3.6%

5.0%
3.0%
19.0%
4.0%
6.5%
4.5%
5.0%
3.5%
6.0%
5.5%
8.8%
3.8%

6.0%
3.0%
15.5%
3.5%
5.0%
5.0%
5.0%
3.5%
6.5%
6.5%
9.0%
4.0%

6.0%
4.0%
12.5%
4.0%
5.0%
4.0%
4.5%
3.5%
10.0%
7.0%
8.5%
3.0%

5.7%
3.3%
16.0%
3.8%
5.8%
4.5%
4.8%
3.5%
7.5%
6.3%
8.8%
3.5%

Average 5.3% s.1%

Hanley Proxy Companies

AGL Resources
'IOS Energy
. ode Group

. . -oR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

7.0%
1.9%
0.0%
6.5%
1.9%
1.7%
4.7%
0.0%

6.6%
2.8%
3.1%
1.5%
2.6%
3.1%
5.0%
6.2%

5.6%
1.7%
2.7%
2.1%
2.7%
3.7%
5.9%
4.1%

6.2%
2.3%
3.1%
2.3%
3.7%
3.6%
6.2%
4.6%

5.3%
3.5%
5.1 %
5.2%
4.2%
2.8%
10.2%
3.1 %

6.3%
2.5%
2.8%
3.5%
3.0%
3.0%
6.4%
3.6%

5.0%
3.0%
4.0%
4.5%
5.0%
35%
5.0%
3.6%

5.0%
3.0%
3.5%
5.0%
5.0%
3.5%
5_5%
4.0%

6.0%
4.0%
4.0%
4.0%
4.5%
3.5%
10.0%
3.0%

5.7%
3.3%
3.B%
4.5%
4.8%
3.5%
7.5%
3.5%

Average 3.9% 4.6%

Source: Value Line Investment Survey.



AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

Value Line Natural Gas

W

.>{age

COMPANY

15.0%
t0.0%
22.0%
6.5%
8.0%
-3.0%
3.0%
5.0%
9.5%
6.0%
22.5%
S.0%

9.2%

5-Year Historic Growth Rates
EPS DPS BVPS Average

COMPARISON COMPANIES
PER SHARE GROWTH RATES

4.0%
2.0%
4.0%
0.5%
3.5%
2.5%
1.5%
5.0%
3.5%
0.0%
5.0%
1.5%

2.8%

10.5%
8.5%
14.0%
3.5%
8.5%
2.5%
3.5%
6.5%

13.5%
3.5%
25.0%
3.0%

8.5%

9.8%
6.8%
13.3%
3.5%
6.7%
0.7%
2.7%
5.5%
8.8%
3.2%
17.5%
3.5%

6.8% 4.8%

3.5%
5.0%
5.5%
4.0%
4.0%
3.0%
7.0%
4.0%

8.0%
7.0%
2.0%

Est'd '04-'06 to '10-'12 Growth Rates
EPS DPS BVPS Average

3.6%

5.5%
1 .5%
7.0%
2.5%
5.0%
0.0%
5.5%
4.5%
5.5%
1.5%
2.5%
2.5%
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2.5%
5.5%
9.0%
5.0%

10.5%
6.0%
3.5%
2.5%
4.5%
4.0%
11.5%
4.5%

5.8% 4.7%

3.8%
4.0%
7.2%
3.8%
6.5%
3.0%
5.3%
3.7%
5.0%
4.5%
7.0%
3.0%

Hanley Proxy Companies

3.5%
5.0%
4.0%
3.0%
7.0%
4.0%

5.5%
1.5%
2.5%
0.0%
5.5%
4.5%
5.5%
2.5%

2.5%
5.5%
5.0%
6.0%
3.5%
2.5%
4.5%
4.5%

AGL Resources
At nos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

15.0%
10.0%
6.5%
-3.0%
3.0%
5.0%
9.5%
6.0%

4.0%
2.0%
0.5%
2.5%
1.5%
5.0%
3.5%
1,5%

10.5%
8.5%
3.5%
2.5%
3.5%
6.5%
13.5%
3.0%

9.8%
6.8%
3.5%
0.7%
2.7%
5.5%
8.8%
3.5% 2.0%

3.8%
4.0%
3.8%
3.0%
5.3%
3.7%
5.0%
3.0%

Average 6.5% 2.6% 6.4% 5.2% 4.1% 3.4% 4.3% 4.0%

Source: Value Line Investment Survey.
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AGL Resources
Ammos Energy
Energen
Laclede Group
New Jersey Resources
N!COR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

Median

Mean Composite

Median Composite

Mean

Value Line Natural Gas

COMPANY

"r- '

ADJUSTED
YIELD

3.7%

4.5%
4.8%
0.8%
4.5%
3.4%
4.6%
3.2%
3.9%
3.1%
3.1 as
3.0%
4.2%

3.6%

HISTORIC
RETENTION
GROWTH

6.3%
2.5%

12.9%
2.8%
7.4%
3.5%
3.0%
3.0%
6.4%
3.1%
9.4%
3.6%

7.2%

5.3%

3.6%

8.9%

COMPARISON COMPANIES
DCF COST RATES

PROSPECTIVE
RETENTION

GROWTH

5.7%
3.3%
18.0%
3.8%
5.8%
4.5%
4.8%
3.5%
7.5%
8.3%
8.8%
3.5%

8.9%

9.7%

6.1%

5.3%

HISTORIC
PER SHARE
GRO\NTH

10.4%

9.8%
8.8%
13.3%
3.5%
6.7%
0.7%
2.7%
5.5%
8.8%
3.2%
17.5%
3.5%

9.8%

8.1%

6.B%

PROSPECTIVE FIRST CALL
PER SHARE EPS
GRO\NTH GROWTH

79%

4.3%

4.7%

B.3%

3.a%
4.0%
7.2%
3.8%
6.5%
3.0%
5.3%
3.7%
5.0%
4.5%
7.0%
3.0%

8.9%

B.7%

5.1%

5.3%

5.0%
5.3%
7.2%
3.5%
5.1%
3.7%
4.9%
5.2%
8.5%
4.7%
B.0%
4.0%
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AVERAGE
GROWTH

6.1 'as
4.4%
11.3%
3.5%
8.3%
3.1 as
4.2%
4.2%
6.9%
4.4%
10.1%
3.5%

9.3%

8.1%

5.7%

4.4%

DCF
RATES

10.7%
9.2%
12.1%
8.0%
9.8%
7.8%
7.4%
B.1%

10.0%
7.4%
13.1%
7.8%

8.7%

9.3%

Hanley Proxy Companies

AGL Resources
Ammos Energy
Laclede Group
NICOR
NorthwestNatural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

4.5%
4.8%
4.5%
4.6%
3.2%
3.9%
3.1%
4.2%

6.3%
2.5%
2.8%
3.5%
3.0%
3.0%
6.4%
3.6%

5.7%
3.3%
3.8%
4.5%
4.8%
3.5%
7.5%
3.5%

9.B%
6.8%
3.5%
07%
27%
5.5%
B.B%
3.5%

3.8%
4.0%
3.8%
3.0%
5.3%
3.7%
5.0%
3.0%

5.0%
5.3%
3.5%
3.7%
4.9%
5.2%
6.6%
4.0%

5.1%
4_4%
3.5%
3.1%
4.2%
4.2%
6.9%
3.5%

10.7%
9.2%
B.O%
7.8%
7,4%
8.1%
10.0%
7.8%

Mean 4.1% 3.9% 4.6% 5.2% 4.0% 4.8% 4.5% 8.6%

Median 4.4% 3.3% 4.2% 4.5% 3.8% 4.9% 4.2% 8.1%

Mean Composite 8.0% 8.7% 9.3% 8.1% 8.9% 8.8%

Median Composite 7.6% 8.5% 8.9% 8.2% 9.3% 8.5%

Sources: Prior pages of this schedule.
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STANDARD & POOR'S 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

Year EPS BVPS ROE

20-YEAR
T-BOND
YIELD

RISK
PREMIUM

[T .

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006

$12.33
$14.88
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21 .73
$18.29
$19.09
$21 .89
$30.80
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.89
$27.59
$48.73
$58.55
$69.93
$81 .51

$79.07
$85.35
$94.27

$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.04
$141 .32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.05
$215.51
$237.08
$249.52
$266.40
$290.58
$325.80
$338.37
$321 .72
$367.17
$414.75
$453.05
$504.39

15.00%
16.55%
15.06%
14.50%
11.39%
12.23%
13.90%
11.80%
11.49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.37%
13.24%
16.37%
16.62%
17.11%
16.33%
14.62%
17.29%
15.22%
7.43%
8.36%
14.15%
14.98%
16.12%
17.03%

7.90%
8.86%
9.97%

11 .55%
13.50%
10.38%
11 .74%
11 .25%
8.98%
7.92%
8.97%
8.81 %
8.19%
8.22%
7.29%
7.17%
6.59%
7.60%
6.18%
6.64%
5.83%
5.57%
6.50%
5.53%
5.59%
4.80%
5.02%
4.69%
4.68%

7.10%
7.69%
5.09%
2.95%
-2.11%
1.85%
2.16%
0.55%
2.51%
5.50%
8.28%
7.04%
8.28%
2.23%
5.08%
8.07%
9.78%
9.02%

10.93%
9.89%
8.79%
11 .72%
9.72%
1.90%
2.77%
9.35%
9.98%

11 .43%
12.35%

Average 6.40%

Source: Standard &Poor's Analysts' Handbook, lbbotson Associates Handbook.
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COMPARISON COMPANIES
CAPM COST RATES

COMPANY
RISK-FREE

RATE BETA
RISK

PREMIUM
CAPM
RATES

Value Line Natural Gas

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%

0.85
0.85
0.90
0.95
0.85
1.00
0.90
0.85
0.85
0.90
0.85
0.85

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

9.5%
9.5%
9.8%
10.1%
9.5%
10.4%
9.8%
9.5%
9.5%
9.8%
9.5%
9.5%

Mean 9.1%

Median 9.5%

Hanley Proxy Companies

AGL Resources
At nos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%

0.85
0.85
0.95
1.00
0.90
0.85
0.85
0.85

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

9.5%
9.5%

10.1%
10.4%
9.8%
9.5%
9.5%
9.5%

Mean 9.7%

Median 9.5%

Sources: Value Line Investment Survey, Standard & Poor's Analysts' Handbook, Federal Reserve.
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A

YEAR

1997

1998

1995

1996

1994

1993

1992

STANDARD & POOR'S 500 COMPOSITE
RETURNS AND MARKET-TO-BOOK RATIOS

1992 - 2006

RETURN ON
AVERAGE EQUITY

16.3%

14.6%

17.1%

16.6%

16.4%

13.2%

12.2%

Exhibit DCP-10
Page 1 of 1

MARKET-TO
BOOK RATIO

299%

354%

264%

246%

272%

271%

421%

1999 17.3% 481%

2000 16.2% 453%

2001 7.5% 353%

2002 8.4% 296%

2003 14.2% 278%

2004 15.0% 291%

2005 16.1% 278%

2006 17.0% 277%

Averages:

1992-2001 14.7% 341%

4
r 2002-2006 14.1% 284%

Source: Standard & Poor's Analyst's Handbook, 2007 edition, page 1.
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Exhibit DCP-11
Page 1 of 1

RISK INDICATORS

GROUP
VALUE LINE

SAFETY
VALUE LINE

BETA
VALUE LINE

FIN STR
S & P

STK RANK

S & P's 500
Composite 2.7 1.05 B++ B+

Value Line Natural Gas 1.9 0.88 B++ B+

Hanley Proxy Companies 1.9 0.89 B++ B+

Southwest Gas 3.0 0.90 B B+

Sources: Value Line Investment Survey, Standard & Poor's Stock Guide.

Definitions:

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk.

Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with
a beta of 1.0 moves in concert with the market, a stock with a beta below 1.0 is less variable
than the market, and a stock with a beta above 1.0 is more variable than the market.

Financial strengths range from C to A++, with the latter representing the highest level.

Common stock rankings range from D to A+, with the later representing the highest level.



l

Total

Common Equity

Preferred Stock

Long-Term Debt

1/ Post-tax weighted cost divided by .60 (composite tax factor)

Short-Term Debt

#v

Item

100.00%

43.44%

52.08%

Percent

4.48%

0.00%

SOUTHWEST GAS CORP.
PRE-TAX COVERAGE

10.00%

7.96%

8.20%

Cost
Weighted

Cost

4.34%

8.86%

4.15%

0.37%

0.00%

Exhibit DCP-12
Page 1 of 1

Pre~Tax
Cost

12.00%

4.15%

7.24%

0.61%

0.00%

1/

Pre-Tax coverage = 12.00%/ 4.15%
2.89

Standard & Poor[s Utility Benchmark Ratios:
Business Profile of "3" A BBB

Pre-tax coverage 2.8x - 3.4x 1.8x - 2.8x

Total debt to total capital 50%-55% 55%-65%
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Surrebuttal Testimony of David C. Parcels
Docket No. G-01551A-07-0504
Page l

1 INTRODUCTION

Q- Please state your name and address.2

3 My name is David C. Parcels. I am President and Senior Economist of Technical

4 Associates, Inc. My business address is Suite 601, 1051 East~Cary Street, Richmond,

Virginia 23219.5

6

Q- Are you the same David C. Pareell who filed Direct Testimony on behalf of the

Commission Staff in this proceeding?

7

8

9

10

Yes, I am.

11

12

Q- What is the purpose of your current testimony?

13

14

15

16

My current testimony is Surrebuttal Testimony in response to the Rebuttal Testimonies of

Southwest Gas Corporation ("SWG" or "Company") witnesses Frank J. Hanley and

Theodore K. Wood.

Q- How is your Surrebuttal Testimony organized?

17

18

19

20

21

My Surrebuttal Testimony first responds to the Rebuttal Testimony of Mr. Hanley. Next,

I respond to the Rebuttal Testimony of Mr. Wood. Finally, I updated my Exhibits

contained in my Direct Testimony and updated my DCF, CAPM, and CE analyses.

22

RESPONSE TO REBUTTAL TESTIMONY OF FRANK J. HANLEY

Please describe the issues raised in Mr. Hanley's Rebuttal Testimony that you areQ-

23 responding to in this Surrebuttal Testimony.

24 My response to Mr. Hanley's Rebuttal Testimony generally follows the format he utilizes

and is organized into the following topics:25

26

A.

A.

A.

A.

A.

u I'll



Surrebuttal Testimony of David C. Parcels
Docket No. G-01551A-07-0504
Page 2

1 General comments

2 Capital structure issues

Discounted Cash Flow Issues3

4

5

6

Capital Asset Pricing Model Issues

Comparable Earnings Method Issues

Fair Value Rate Base Cost of Capital

7

8 General Comments

9 Q.

10

11

On page 1 and pages 34-35 of his Rebuttal Testimony, Mr. Hanley continues to

maintain, as he did in his Direct Testimony, that the cost of equity for SWG is 11.25

percent. Do you have any responses to this assertion?

12 Yes, I do. First, I note that, in SWG's most recent Arizona rate proceeding (i.e., Docket

13 No.  G-01551A-04-0876,  decided by the Commission in Decis ion No.  68487 da ted

14

15

16

17

18

19

February 23, 2006), the Company was awarded a cost of common equity of 9.50 percent,

applicable to a hypothetical capital structure with a common equity ratio of 40.0 percent.

Mr .  Hanley was  the Company's  cos t  of  capita l  witness  in this  proceeding and he

r ecommended a n 11 . 42  per cent  cos t  of  equ i ty in t ha t  p r oceeding. Clear ly,  the

Commission did not adopt Mr. Hanley's recommendation in the most recent SWG rate

T he Commiss ion should a lso not  adopt  Mr .  Hanley's  cos t  of  equity

20

proceeding.

recommendation in this current proceeding.

21

22

23

24

25

26

A.

Second, Mr. Hanley's 11.25 percent cost of equity recommendation for SWG is not within

the mainstream of recent cost of equity awards for natural gas distribution utilities in the

U.S. Mr.  Hanley cites,  on pages 35-37 of his Rebuttal Testimony,  the reporting of

author ized returns on equity ("ROE") for  na tura l gas loca l dis t r ibut ion companies

("LDCs"), by Regulatory Research Associates ("RRA"). However, Mr. Hanley does not



t

I

Surrebuttal Testimony of David C. Parcel]
Docket No. G-01551A-07-0504
Page 3

1

2

acknowledge the level and trends of ROE awards for natural gas distribution utilities. It is

noteworthy that the recent average ROE awards for the past several years have been as

follows:3

4 Year
2003
2004
2005
2006
2007

Avg. ROE
10.99%
10.59%
10.46%
10.43%
10.24%

5

6

7

8

9

10

11

12

In no year since 2004 has the average ROE approached 11.0 percent, which is well below

Mr. Hanley's 11.25 percent recommendation for SWG. It is also apparent that the average

ROE awards have declined each year since 2003 and stood at 10.24 percent in 2007. Mr.

Hanley's current recommendation recognizes neither the Commission's 9.5 percent ROE

authorization for SWG in 2006 nor the decline in ROE since that time.13

14

15

16

17

18

19

20

Q- Does Mr. Hanley's testimony provide any indication of the relationship between

current equity costs and equity costs at the time of SWG' last rate proceeding?

Yes. MI. Hanley's conclusions reflect a decline in equity costs. In the Company's last

rate proceeding, (Docket No. G-01551A-04-0876, filed in 2004) Mr. Hanley

recommended an 11.42 percent cost of equity for the Company. In the current proceeding

he is recommending an 11.25 percent cost of equity, a decline of 17 basis points.

21

_ I

A.
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1

2

Capital Structure Issues

Q-

3

On page 4, lines 12-16, Mr. Hanley claims that your 0.1 percent allowance to

recognize SWG' lower common equity ratio is "grossly inadequate." Do you have

4

5

any response to this assertion?

Yes, I do. Mr. Hanley's is contradictory to the Commission's findings in the prior rate

6 case. In SWG' last rate proceeding in 2005, the Commission utilized a hypothetical

7

8

capital structure for the Company that contained a common equity percentage of 40.0

percent. In utilizing this hypothetical capital structure, the Commission noted:

We agree with Staff that use of 40 percent equity ratio is appropriate in
this proceeding. The 40 percent ratio is more than 5 points higher than
the ratio in existence at the end of the test year and 3 points higher than
the Company's equity at the end of June 2005. This hypothetical capital
structure is consistent with our Order in the Company's last rate case
(Decision No. 64]72, at I 7). Although Southwest Gas has made some
progress over the past decade to improve its equity position relative to
debt, our continuing need to employ an inflated equity ratio for setting
rates in ease after case highlights the need to encourage even greater
efforts to increase the equity ratio. Ultimately, however, the level of
equity lies within the control of the Company's management and not
with ratepayers who have been asked to shoulder the burden of rates set
based on a hypothetical structure that does not actually exist.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

As Sta]f witness Hill pointed out, ratepayers have for many years been
burdened with an authorized return set using a hypothetical capital
structure far greater than the Company's actual equity ratio. At some
point, we must send Southwest Gas a signal that it must improve its
capital structure up to the hypothetical level that has been employed for
many years or it must live with the results of its actual capital structure.
Therefore, we believe it is also appropriate to adopt Sta]f's
recommendation to require Southwest to submit a re-capitalization plan
explaining how it intends to achieve a 40 percent equity prior to the
Company's next rate case. We do not believe it is necessary, at this time,
to determine whether failure to reach the 40 percent goal would result in
use of the Company's actual capital structure in its next rate case.
However, the possibility of such a determination in the next rate casewill
depend on the Company's efforts to make progress on this issue based on
the plan it develops and implements pursuant to this Order. [Emphasis

A.

added]
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1

2

This quote Eoin the Decision clearly indicates the history and intent of the Commission's

prior use of a hypothetical capital structure for SWG.

3

4 Q.

5

6

Do you believe that the Commission should continue to provide an incentive to SWG

through a larger increment to its cost of equity due to a slightly lower equity ratio

that the Company continues to maintain relative to other LDCs?

7

8

9

10

No, I do not. The Commission has already provided SWG with incentive over a long

period of time, most of which the Company failed to live up to the expectations that it

would actually achieve the level of hypothetical equity used for ratemaking purposes. It is

unreasonable for the Company to now maintain that it is continually entitled to some

continued incentive from the Commission.11

12

13 Q- Has SWG historically maintained a lower common equity ratio than other LDCs?

14

15

16

17

Yes, it has. I noted this on pages 16-17 of my Direct Testimony, as well as on my

Schedules 4 and 5. As indicated, SWG' historic equity ratios have been several

percentage points less than other LDCs. In particular, prior to 2006 (i.e., at the time of last

Commission decision), the Company's equity ratios were below 35 percent.

18

19 Q-

20

21

22

23

24

Do you believe it was the Commission's intention in the last SWG proceeding to offer

the Company an incentive to raise its equity ratio?

Yes. It is apparent from the previously-cited decision that the Commission intended to

encourage the Company to raise its equity ratio. As noted above, the Commission

specifically stated (page 25) its intention to "encourage" the Company to increase its

equity ratio .

25

A.

A.

A.



1

I

Surrebuttal Testimony of David C. Parcel]
Docket No. G-01551A-07-0504
Page 6

1 Q-

2

3

Has the Company actually increased its equity ratio since the last proceeding?

Yes, it has. As I noted in my Direct Testimony, the Company's equity ratio (including

short-term debt) increased from 34.4 percent in 2005 to 41.0 percent in 2007.

4

5 Q-

6

7

8

9

10

11

Does the Company's capitalization changes since the last proceeding imply that the

Commission is obligated to again use a hypothetical capital structure with an ever

higher equity ratio?

No. The Commission provided an incentive to SWG in 2006 in order to encourage the

Company to bring its common equity ratio more in line with other LDCs. SWG has

generally responded positively to this incentive. As noted elsewhere, its test period equity

ratio is 43.44 percent.

12

13

14

However, it does not follow that the Commission's incentive in the last case represents an

invitation for the Company to continually request an even higher common equity ratio.

15

16 Q-

17

Mr. Hanley maintains, on pages 5-6, that SWG' requested rate design proposals

should not be construed as risk-reducing to the Company in terms of the impact on

18

19

20

21

22

23

24

25

A.

A.

A.

its cost of equity. Do you agree with his assertion?

No, I do not. Mr. Hanley's perception of the impacts of the Company's rate design

proposals (i.e., rate decoupling, performance-based rates, or weather normalization

adjustments protection) focuses on the existence of some of these mechanisms in the rate

structures of other LDCs. However, it is not appropriate to consider the reduction to risks

Nom this perspective. To put risk reduction in proper perspective for SWG, we need to

consider the extent to which anynew rate design mechanisms are risk-reducing to SWG in

relation to its previous position. Clearly, these rate design proposals are new to SWG and,
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1

2

should they be approved by the Commission, they would be risk-reducing to the Company

relative to its historic and present situation.

3

4 Q-

5

6

7

Mr. Hanley claims,  on page 6,  lines 19-22, that the r isk of  SWG ha s  "incr ea sed

dramatically" over the past 11 months. Do you agree with this assertion?

No, I do not. Mr. Hanley's perception of SWG' "risk rate differential" is based entirely on

the bond yield differential between A-rated and BBB-rated bonds.

8

9

10

11

.12

13

14

This so-called differential is a temporary phenomenon related to the "flight to safety"

associated with the sub-prime mortgage crisis that has permeated the U.S. economy over

the past several months. This sub-prime mortgage crisis represents a major challenge to

many individuals, corporations and industries in the U.S. It is not proper to try to insulate

SWG from macro-economic circumstances impacting its customers. In addition, the table

below shows that independent appraisals of SWG' risk have not increased over the past

15 year:

16 2007 2008

17

18

19

Value Line Safety
Value Line Beta
Value Line Financial Strength
Moody's Bond Rating
S&P Bond Rating

3
.85
B

Baan
BBB-

3
.90
B

Baan
BBB-

20

21 Q.

22

23

24

Mr. Hanley maintains (page 4, lines 19-21; page 5, lines 2 and 3) that SWG has lower

bond ratings than his proxy group of LDCs. He also recognizes (page 16, lines 9-14

of his Direct Testimony) that SWG has a lower common equity ratio than his LDCs

group. Do you have any comments on these comparisons?

25 Yes, I do. As I indicated in my Direct Testimony, SWG has historically maintained a

26

A.

A.

more leveraged capital structure (i.e. ,  less common equity) than die typical LDC. I
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1

2

believe the Company's lower security ratings have been directly linked to the lower equity

ratios. As a result, it is apparent that the Cornpally's past financial strategy has impacted

3 its ratings.

4

5

6

7

In addition, it appears that only in the past few years has SWG moved its equity ratio more

in line with other LDCs. Not coincidentally, this improvement in the equity ratio only

on the par t  of the Commission,

8

occurred after continuing actions as discussed above.

Bond rating upgrades do not occur instantaneously with improved financial parameters.

9 However, maintaining consistently better financial metrics should lead to upgraded ratings

for SWG.10

11

12 DCF Issues

13 Q-

14

15

On page 7, lines 11-19, Mr. Hanley maintains that the DCF model "mathematically

mis-specify investors' required return rate when the market value of common stock

differs significantly from its book value." Do you agree with this?

16

17

18 As a result ,  there is no

19

No,  I do not . If stock markets are efficient,  as Mr. Hanley recognized in his Direct

Testimony, all relevant information is reflected in stock prices, including the differential

between book value and market price for regulated utilities.

justification for "adjusting" stock-priced based models, such as DCF.

20

l lm II llllllllll\ll\

A.
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1 CAPM Issues

2 Q-

3

On page 9, lines 6-22, Mr. Hanley disagrees with your position that the CAPM is

generally superior to the simple risk premium method. What is your response to

this?4

5

6

7

MI. Hanley disagrees with my position that CAPM specifically recognizes the risk of a

particular company or industry, whereas the simple risk premium does not. Mr. Hanley

states his opinion that I am "incorrect" in my position. I disagree with him on this point.

8

9

10

11

12

13

14

15

Mr. Hanley's position apparently focuses on the use of public utility bond yields in his

risk premier analysis which he believes properly recognizes the risk of the subject

company. This is misleading in terms of its ability to measure risk comparability. It

should be noted that Mr. Hanley's risk premium model starts with the prospective yield on

Aaa rated corporate bonds. Since SWG does not have Aaa rated debt, he then computes

the historic differential between Aaa rated corporate bonds and A-rated public utility

bonds for the period March - April, 2007 (as shown in his Exhibit (FJH-29, sheet 16

16 of 32).

17

18

19

20

This procedure makes no allowance for the differences among various types of utilities

that are included in the A rated public utility bonds. His procedure assumes that all A-

rated public utilities have the same cost of capital. However, he has not offered any

21 evidence that this is the case.

22

23

24

25

In addition, his procedure implicitly assumes that the yield differential of this two-month

period reflects the on-going differential in the eyes of investors. Again, he has not offered

any evidence that supports this proposition.

26

A.
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1

2

3

4

5

My CAPM analysis, in contrast, uses a specific measure of risk (i.e., beta) that reflects the

relative stock price variability of specific stocks, or groups of similar-risk stocks. As such,

the beta component in a CAPM analysis does specifically recognize the risk of the subject

company, unlike the risk premium that essentially assigns the same cost of equity for all

utilities with the same bond rating.

6

7 Q- But doesn't Mr. Hanley state that beta "generally reflects on average only about 32

8 percent of company-specific risk?

9 Yes, he does. Nevertheless, this does not prohibit use of beta as a risk measure. Mr.

10

11

Hanley does not offer an opinion as to how much of company-specific risk is captured by

the two-month differential between Ala rated corporate bonds and A-rated public utility

12 bonds.

13

14 Q-

15

On page 11, Mr. Hanley claims that 30-year bonds should reflect the risk free rate in

a CAPM analysis. Do you agree with this?

16

17

18

No, I do not. The risk premium developed in Morningstar (Mr. Hanley's data source for

this claim) uses 20-year Treasury bonds as the long-term government bond rate, not 30-

year Treasury bonds. As a result, Mr. Hanley is proposing a "mis-match" in his CAPM

19 comments.

20

21 Q-

22

23

24

On page 10, lines 15-20, Mr. Hanley claims that you have performed "two CAPM

analyses". Is this true?

No, it is not true. As is apparent from pages 25-28 and Exhibit DCP-8 of my Direct

Testimony, Shave only performed one CAPM analysis.

25

Q

A.

A.

A.

H l lllllll
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1 Q-

2

3

4

5

Mr. Hanley states, on pages 12-14, that it is improper to consider geometric mean

returns in the determination of a risk premium and that only arithmetic returns are

appropriate. Do you agree with this position?

No, I do not. What is important is what investors rely upon in making investment

decisions. It is apparent that investors have access to both types of returns when they

make investment decisions.6

7

8

9

10

11

12

In fact, it is noteworthy that mutual fund investors regularly receive reports on their own

Mads, as well as prospective funds they are considering investing in, that show only

geometric returns (see for example, Exhibit DCP-13 which shows historic performance

information for one of the nation's largest mutual funds). Based on this, I find it difficult

to accept Mr. Hanley's position that only arithmetic returns are appropriate.

13

14 Q-

15

Does Mr. Hanley use Value Line information in his cost of capital analyses?

Yes, he does. He has in fact submitted several Value Line reports on various natural gas

utilities on his Exhibit16 (FJH-29).

17

18 Q, Do the Value Line reports in his exhibit show historic growth rates for the natural

19

20

gas utilities?

Yes, they do.

21

22 Q- Do these Value Line reports show historic returns on an arithmetic basis?

23 No, they do not.

24

A.

A.

A.

A.



I

Surrebuttal Testimony of David C. Parnell
Docket No. G-0155lA-07-0504
Page 12

1 Q- Do the Value Line reports show historic returns on a geometric (i.e., compound)

2

3

4

5

growth rate basis?

Yes, they do. See Exhibit Dcp-l4, which describes Value Line's method of calculating

growth rates. As a result, any investor reviewing Value Line, as Mr. Hanley does, would

be using geometric growth rates.

6

7 Q- Is it your position that only geometric growth rates be used?

8

9

10

No. believe that both arithmetic and geometric growth rates should be used. This is the

case since investors have access to both and presumably use both. This is also consistent

with the efficient market hypothesis, which Mr. Hanley cites.

11

12 Q-

13

Does Mr. Hanley cite (pages 12-13) his perception of "financial literature" requires

that arithmetic returns being used for this purpose?

14

15

16

17

18

19

He does state this in his testimony. However, the cost of capital determination is not an

academic exercise made is some laboratory or university classroom. The true cost of

equity is made in the "laboratory" of the financial markets, based on the ongoing inter-

play of countless investors, each with their own agendas and beliefs. This is verified by

the fact that each time a share of stock is purchased by one investor, it is simultaneously

being sold by another investor, indicating that their respective views at that time differ.

20

21

22

23

Again, investors have access to both arithmetic and geometric growth rates. In all

likelihood, there is more geometric growth data readily available to investors (e.g., mutual

fund reports and Value Line) than arithmetic growth data.

24

A.

A.

A.
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1 Q-

2

Has this Commission recently made a finding as to whether it is appropriate to use

geometric as well as arithmetic returns in this context?

3

4

5

6

7

8

Yes, it has. In the Decision in the recent UNS Electric case (Docket No. E-04204A-06-

0783) the Commission specifically stated (page 43) that it agreed with the use of

geometric returns in this manner: "We agree with the Staff that it is appropriate to

consider the geometric returns in calculating a comparable company CAPM because to do

otherwise would fail to give recognition to the fact that many investors have access to

such information for purposes of madding investment decisions."

9

10 Q-

11

On page 17, line 21, Mr. Hanley claims that the S&P 500 Composite Index does not

include public utilities. Is he correct?

12

13

14

No, he is not. The S&P 500 Composite Index includes a number of public utilities, both

electric and natural gas distribution. The current "Sector Breakdown" of the S&P 500

includes about 3.44 percent "utilities" (see Exhibit DCP-15).

15

16 Q-

17

On page 14, lines 15-24, Mr. Hanley claims to have "recalculated" your CAPM

results. Is this a proper exercise?

18 No, it is not. Mr. Hanley's "recalculations" are simply his attempt to interject his CAPM

19

20

components, which this Commission has recently rejected, into my CAPM analyses. Such

a recalculation is incorrect and improper.

21

A.

A.

A.
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1

2 Q-

3

4

Comparable Earnings Method ("CEM")

On page 22, Mr. Hanley indicates his belief that your association of market-to-book

ratios and returns on equity are "not supported by either the academic literature nor

by a historical analysis of the experience of unregulated companies." What is your

5

6

7

8

9

10

11

response to this?

I disagree totally with Mr. Hanley on this point. Clearly, most public utilities have their

rates regulated (i.e., set) based upon the book value of their rate base and capital structure.

In fact, the cost of capital is reflected in the fair return on book value of common equity.

Investors are aware of this relationship (i.e., efficient market hypothesis, to again quote

Mr. Hanley). Any reference to the experience of unregulated companies, as is evident in

Mr. Hanley's Rebuttal Testimony, simply misses the point of public utility regulation.

12

13 Fair Value Rate Base Cost of Capital

14 Q,

15

What is Mr. Hanley's response to your proposal for establishing a Fair Value Rate

Base Cost of Capital?

16

17

18

19

20

21

22

I note first of all that, unlike other recent utility positions (i.e., UNS Gas, UNS Electric,

and Chaparral City Water), SWG witness Hanley is not requesting that its weighted cost

of capital ("WCOC") be applied to the Company's Fair  Value Rate Base ("FVRB"). I

also note that Mr. Hanley, unlike the above-cited utilities, recognizes that there is a link

between the concepts of rate base and cost of capital. Finally, I observe that Mr. Hanley

recognizes that the application of the WCOC to an original cost rate base ("OCRB")

provides for a fair and reasonable opportunity to earn a return.

23

A.

A.
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1 Q.

2

3

4

Mr. Hanley maintains, on page 39, lines 24-25, that your proposed methodology has

been "rejected" by the Arizona Appeals Court in the Chaparral City \Vater Co. case.

Is this correct?

No, it is not true. My proposal has not been rejected or accepted by the Appeals Court

because it has not been examined by the Court. The Staff' s recommended rate of return in

this case fell at the low end of the range for FVROR that I computed.

Were you a Commission Staff Witness in the Chaparral City Water remand case?

5

6

7

8 Q.

9  'A.

10

11

Yes, I was. In the Chaparral City remand case, I made a similar proposal.

Q- Have you testified in any other Arizona cases on this issue?

12

13

14

Yes, I have. I testified in the UNS Gas case (Docket No. G-04204A-06-0463) and UNS

Electric case (Docket No. E-04204A-06-0783). In both of those proceedings, the

Commission adopted my recommendation on the FVROR.

Q- Did SWG recommend a FVROR in its direct filing?

No, it did not.

15

16

17

18

19

20

21

Q- What is Mr. Hanley recommending in his Rebuttal Testimony?

22

23

In his Rebuttal Testimony Qpage 40), Mr. Hanley is recommending a 2.05 percent cost rate

for the FVRB Increment. In doing so, he is proposing a similar procedure to that I am

proposing as my Option 2, as we both apply the rate of "expected inflation" to the yield on

long-term Treasury bonds. Our results differ as follows:

24

25
26
27

A.

A.

A.

A.

Purcell
Hanley

T-Bond Rate
4.5%
4.5%

Inflation
2.0%

2.45%

Differential
2.5%

2.05%
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1

2

I note that Mr. Hanley's 2.45 percent inflation estimate appears to present a more current

estimate than the 2.0 percent rate I used.

3

4

5

6

7

8

My "risk free" rate is thus 2.5 percent, which forms the upper bound of my secondary

recommendation of 0 percent to 2.5 percent (1.25 percent mid-point), whereas Mr. Hanley

recommends the 2.05 percent figure. I note that, had I used Mr. Hanley's procedure, my

recommendation would have been 0 percent to 2.05 percent (1 .025 percent mid-point). As

a result, our differences are not methodological but rather are more policy orientated in

terms of what is the appropriate FVROR.9

10

11 Q- Do you believe Mr. Hanley's 2.05 percent FVROR recommendation is proper?

12

13

No, I do not. As I indicate in my Direct Testimony, a zero percent FVROR is the proper

figure to use. Should the Commission wish to use some positive value for the FVROR,

any figure between 0 percent and 2.5 percent would fall within the range I computed.

Staffs recommendation is at the low end of this range. Should the Commission desire to

exceed Staffs recommendation to use the low end of the range, I recommend no higher

than the mid-point of the range.

14

15

16

17

18

19

20

RESPONSE TO REBUTTAL TESTIMONY OF THEODORE K WOOD

Q. How is your response to Mr. Wood's Rebuttal organized?

21

22

A. Mr. Wood's Rebuttal Testimony essentially focuses on two issues: (1) Capital Structure,

and, (2) SWG' risk.

23

24 My Surrebuttal Testimony to Mr. Wood accordingly focuses on these two general areas.

25

A.
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1

2

Capital Structure

Q-

3

4

5

What is Mr. Wood's position on the proper capital structure for SWG?

Mr. Wood maintains, as he did in his Direct Testimony, that the proper capital structure

for the Company is its "target" capital structure comprised of 45 percent common equity,

4 percent preferred equity, and 51 percent long-term debt.

6

7 Q-

8

9

Mr. Wood maintains, on pages 4-5, that the Commission has previously authorized

use of a "target" capital structure for ratemaking purposes in the UNS Gas rate case

(Docket No. G-042041-06-0463). Do you have any response to this?

10

11

12

13

14

15

16

17

Yes, Ida. Due to my participation on Staffs behalf in the UNS Gas case, I am aware that

this company was formed in 2003 when UniSource Energy purchased the gas and electric

operations in Arizona from Citizens Utilit ies. Pr ior  to the purchase,  there was no

"company" in Arizona that represented these entities, as these were operated under the

Citizens' corporate umbrella. At the time of the purchase, UNS Gas and UNS Electric

were created as separate companies and were initially capitalized with 35 percent common

equity. Since then, neither company has paid dividends to the parent and each has grown

its  common equity through reta ined earnings and equity infusions from UniSource

18 Energy.

19

20

21

22

23

24

25

A.

A.

This contrasts with SWG, which has existed for many years and has maintained its own

publicly-traded capital. As  not ed p r evious ly in my S ur r ebu t t a l  T es t imony,  t his

Commission has, in the past, used a hypothetical or target capital structure for SWG in an

apparent effort to encourage the company to actually increase its equity ratio. The target

common equity ratio used for SWG has been 40.0 percent,  which exceeded the actual

common equity ratio of the company. But SWG has reached the 40.0 percent target set by
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1

2

the Commission. Thus, ratepayers should no longer have to bear the burden associated

with a hypothetical capital structure.

3

4 Q- Do es  the  us e  o f  a  hy po the t ical  cap i ta l  s t ruc ture  fo r  UNS  G as  imply  that  a

5 hypothetical capital structure is again proper for SWG?

6

7

8

9

No, it does not. As noted earlier, the Commission has in earlier cases provided incentives

to SWG to increase its equity ratio. The Commission's actions to encourage the Company

to obtain a 40% equity ratio target has been reached. This should not be regarded as an

open-ended invita t ion to continually ask for  a  higher  equity ratio than the Company

maintains.10

11

12 Risk ofSWG

What is Mr. Wood's assessment of SWG' risks?13 Q-

14

15

Mr. Wood maintains, as he did in his Direct Testimony, that the Company has above-

average risk and should be awarded an above-average cost of capital.

16

17 Q- Has Mr. Wood provided any evidence that the Company's risk has increased since it

last rate case in 2005?18

19

20

21

No, he has not. As I indicated in my Surrebuttal Testimony in response to Mr. Hanley, the

Company was awarded a 9.5 percent cost of equity applicable to a 40.0 percent common

equity ratio in its most recent rate case.

22

23 Q- How does your recommendation relate to the 2005 Commission findings?

24

25

26

A.

A.

A.

A. I am recommending a higher cost of common equity for the Company (i.e., 10.0 percent

vs. 9.5 percent) that is to be applied to a higher common equity percentage (i.e., 43.44

percent vs. 40.0 percent).
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1 Q- Does Mr. Wood acknowledge these higher recommendations in his Rebuttal

2

3

Testimony?

No, he does not.

4

5 Q-

6

7

8

9

10

11

On page 14, Mr. Wood states that credit ratings are not based on historical common

equity ratios. Do you agree with this assertion?

No, I do not. The credit rating agencies do not often change a Company's ratings and

usually only do so when they believe that the Company has made some improvements or

experiences some decline in their financial metrics, which include capital structure ratios.

One distinguishing characteristic of SWG is its historic use of a more leveraged capital

structure than other LDCs. I believe that this continues to play a role in the Company's

12 ratings.

13

14 Q-

15

On pages 15-16 Mr. Wood maintains that a comparison of capital structures among

companies should be done ignoring short-term debt. Do you agree with this?

16

17

No, I do not. I note, in this regard, that Standard 8; Poor's financial metrics used in

assigning ratings include all debt, including short-term debt.

18

19 Q- Does Mr. Wood cite the rating agencies and their criteria in his Rebuttal Testimony?

20

21

Yes, he does. On pages 18-20, he discusses the rating agencies and the criteria they

employ in assigning ratings.

22

23 Q- Does he acknowledge the use of short-term debt by the rating agencies?

24 No, he does not.

25

A.

A.

A.

A.

A.
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1 Q- Mr. Wood also addresses, on pages 20-22, the authorized returns on equity for

2 natural gas utilities throughout the U.S. Do you have any response to this?

3

4

Yes, I do. As I indicated in my Surrebuttal Testimony in response to Mr. Hanley, the

average authorized return on equity for LDCs has declined in recent years.

5

6 Q-

7

Have the authorized returns approached the 11.25 percent return on equity that

SWG has requested in the proceeding?

8 No. Not since at least 2003 have average authorized returns been anywhere near 11.0

9 percent, not to mention 11.25 percent as requested by SWG.

10

l l Q-

12

Throughout his Rebuttal Testimony, Mr. Wood repeatedly makes reference to SWG'

"Higher Relative Investment Risk." Do you have any comments concerning these

claims?13

14

15

Yes, I do. Mr. Wood cites, as a major factor in his relative risk assessment, the lower

bond ratings of SWG versus other LDCs.

16

17

18

19

20

It is noteworthy that Standard & Poor's recently published a report on SWG on April 24,

2008. In this report, attached as Exhibit DCP-16, S&P noted that the Colnpany's outlook

is "positive" and "reflects Standard & Poor's Rating Services' expectation that the

Company's improved financial performance could lead to a higher rating over the near

term."21

22

23

24

25

S&P also noted the "strong business risk profile" of SWG as a positive factor in the rating

process. In this regard, SCALP noted the Company's "large, stable, residential, and

commercial customer base", the "absence of competition", and "relatively lower operating

26

A.

A.

A.

risks".
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1

2

3

4

5

6

S8cP  a lso noted the Company's  "aggr ess ive f inancia l  r isk pr of i le" a s  a  nega t ive

component. As I have indicated previously, this stems from SWG' historic management

policy of maintaining a lower equity ratio in comparison to other LDCs. Also as I noted,

the Commission has historically used a hypothetical capital structure with a higher equity

ratio than that maintained by the Company in order to provide an incentive to the company

to increase its equity ratio .

7

8 UPDATE OF COST OF CAPITAL ANALYSES

Q. Please explain the updates to your cost of capital analyses.9

10

11

12

13

A. I have updated several of the exhibits to my Direct Testimony to incorporate more recent

data  than that  available at  the t ime my Direct  Testimony was prepared. My Direct

Testimony was generally prepared during the month of January 2008 and was filed on

March 28, 2008. My DCF analyses used stock prices for the months of November 2007

January 2008 and Value Line data as of December 14, 2007. My CAPM analyses used

risk-free rates as the same three-month period and betas from the same Value Line report.

My CE analysis used historic data through 2006 and prob ected data from the December 14,

2007 Value Line.

14

15

16

17

18

19

20

know have more recent data available as follows:

21

22

23

24

25

26

Value Line report of March 14, 2008

Stock price data for period February .-. April of 2008

Historic data updated to include 2007

Risk-free rate data for period February .. April of 2008

Historic return on equity data for 2007

Projected return on equity data from more recent Value Line
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1

2

3

4

I have accordingly updated my cost of equity analyses to reflect these more current data

sources. In addition, Shave updated several other exhibits that contain economic/financial

data and certain capital structure data. I have attached to this Surrebuttal Testimony a

complete copy of my exhibits with any updated exhibits labeled as "Updated" in order to

provide a single and complete copy of my exhibits.5

6

Q- Please describe the updates to your respective cost of equity analyses.7

8

9

10

1 1

12

My Exhibit  DCP-6 Updated contains the update to my DCF analyses,  using dividend

yields for  the three-month period February - April of 2008,  the inclusion of 2007 in

historic data, use of the March 14, 2008 Value Line, and the most current First Call EPS

forecasts. The updated results compare to the results in my Direct Testimony as follows:

Direct Testimony13
14

15

16

17

Mean Median
Mean
High

Median
High

Proxy Group
Hanley Group

9.3%
8.6%

8.7%
8.1%

10.4%
9.3%

9.8%
9.3%

Updated Testimony

Mean Median
Mean
High

Median
High

18

19
20

21

22

23
Proxy Group
Hanley Group

9.5%
8.9%

8.6%
8.5%

10.6%
9.7%

9.6%
9.9%

24

25

26

In general, these updates indicate DCF results of about 0.2 percent above the levels of my

Direct Testimony.

27

A.
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2

3

4

My Exhibit DCP-8 Updated contains the update to my CAPM analyses, using a risk-free

rate (yield on 20-year U.S. Treasury bonds) for the three-month period February .... April of

2008 and the most recent betas Bom the March 14, 2008 Value Line. The updated results

compare to the results of my Direct Testimony as follows :

Direct Testimony

5

6

7

8

9

10

Mean Median

Proxy Group
Hanley Group

9.7%
9.8%

9.5%
9.7%

Updated Testimony

Mean Median

11

12
13

14

15

16

Proxy Group
Hanley Group

9.6%
9.5%

9.4%
9.4%

17

18

19

20

21

B1 general, these updates indicate CAPM results of about 0.2 percent less than those levels

in my Direct Testimony.

22

Exhibit DCP-9 Updated shows the results of my updated CE analysis for the proxy gas

utilities, using 2007 figures in the historic data and the prospective returns from the March

14, 2008 Value Line. The updated results compare to the results of my Direct Testimony

as follows:

23

24

25

1
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1 Direct Testimony

Historic
ROE M/B

Prospective
ROE

2

3.

4

5

Proxy Group
Hanley Group

11.9-13.1%
12.0-12.3%

180-195%
180-184%

12.0-12.4%
11.6-11.9%

6

Updated Testimony

Historic
ROE M/B

Prospective
ROE

7

8

9

10

11

12

Proxy Group
Hanley Group

11.9-13.2%
12.1-12.3%

180-200%
184-186%

12.2-12.6%
11.4-12.1%

1

13

14

These updated results indicate no change in the CE results.

15

16

17

18

19

20

21

In summary, the updated analyses indicate a slight upward change in the DCF results, a

slight downward change in the CAPM results,  and no change in the CE results.  As a

result,  I conclude that the cost of equity I recommended in my Direct Testimony .- 9.9

percent prior to capital structure/bond ratings adjustment and 10.0 percent after adjustment

.- remains my recommendation. I note tha t  this  is  s imilar  to Mr.  Hanley's  updated

conclusions (page 35, lines 5-19) that the cost of equity has not changed in recent months.

22

23

Q- Does this conclude your Surrebuttal Testimony?

A. Yes, it does.

r
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SOUTHWEST GAS CORP.
TOTAL COST OF CAPITAL

Item Amount Percent Cost Weighted Cost

Short-Term Debt 0.00% 0.00%$0

52.08% 7.96% 4.15%Long-Term Debt

Preferred Stock 4.48% 8.20% 0.37%

Common Equity

$1 ,163,505,877

$100,000,000

$970,385,472 43.44% 9.30% 10.50% 4.04% 4.56%

Total $2,233,891,349 100.00% 8.55% 9.07%

8.86% With 10.0% ROE
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Year

1 g75
1976
1977
1978
1979
1980
1981
1982

1983
1984
1985
1986
1987
1988
1989
1990
1991

Real
GDP

Growth*

-1 .1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%

4.0%
6.8%
3.7%
3.1%
2.9%
3.8%
3.5%
1.8%
~0.5%

ECONOMIC INDICATORS

Industrial
Production

Growth

-8.9%
10.8%
5.9%
5.7%
4.4%
~1 .9%
1 .9%
-4.4%

1983 _ 1991 Cycle
3.7% 9.5%
9.3% 7.5%
1.7% 7.2%
0.9% 7.0%
4.9% 6.2%
4.5% 5.5%
1.8% 5.3%
-0.2% 5.6%
-2.0% 6.8%

1975 - 1982 Cycle

Unemploy-
ment
Rate

8.5%
7.7%
7.0%
6.0%
5.8%
7.0%
7.5%
9.5%

Consumer
Price Index

Exhibit DCP-2
Page 1 of 6
Updated

7.0%
4.8%
6.8%
9.0%

13.3%
12.4%
8.9%
3.8%

3.8%
3.9%
3.8%
1.1%
4.4%
4.4%
4.6%
6.1%
3.1%

Producer
Price Index

6.6%
3.7%
6.9%
9.2%

12.8%
11.8%
7.1%
3.6%

0.6%
1 .7%
1.8%
-2.3%
2.2%
4.0%
4.9%
5.7%
~0.1 %

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

3.0%
2.7%
4.0%
2.5%
3.7%
4.5%
4.2%
4.5%
3.7%
0.8%

1992 I 2001 Cycle
3.1% 1.5%
3.3% 8.9%
5.4% e. 1 %
4.8% 5.6%
4.3% 5.4%
7.2% 4.9%
5.9% 4.5%
4.3% 4.2%
4.2% 4.0%
-3.4% 4.7%

2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1.6%
2.7%
3.4%
1 .6%

1 .6%
0.2%
1 .7%
2.3%
2.8%
-1 .2%
0.0%
2.9%
3.6%
-1 .S%

Current Cycle
2002
2003
2004
2005
2006
2007

1.6%
2.5%
3.5%
3.1%
2.9%
2.2%

-0.1%
1.2%
2.5%
3.3%
2.2%
1.7%

5.8%
6.0%
5.5%
5.1%
4.6%
4.6%

2.4%
1.9%
3.3%
3.4%
2.5%
4.1%

1.2%
4.0%
4.2%
5.4%
1.1%
6.3%

i"
I, *GDp=Gross Domestic Product

Source: Council of Economic Advisors, Economic Indicators, various issues.
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1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1 st Qtr.
2nd Qtr.
3rd Qtr,
4th Qtr.

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

Year

2002

2004

2003

Real
GDP

Growth*

2.7%
2.2%
2.4%
0.2%

1.2%
3.5%
7.5%
2.7%

3.0%
3.5%
3.6%
2.5%

Industrial
Production

Growth

ECONOMIC INDICATORS

1.1%
-0.9%
-0.9%
1.5%

-3.8%
-1 .2%
0.8%
1.4%

2.8%
4.9%
4.6%
4.3%

Unemploy-
ment
Rate

5.8%
6.2%
6.1%
5.9%

5.6%
5.6%
5.4%
5.4%

5.6%
5.9%
5.8%
5.9%

Consumer
Price Index

Exhibit DCP-2
Page 2 of 6
Updated

4.8%
0.0%
3.2%
-0.3%

2.8%
0.9%
2.4%
1.6%

5.2%
4.4%
0.8%
3.6%

Producer
Price Index

4.4%
-2.0%
1.2%
0.4%

5.6%
-0.5%
3.2%
2.8%

5.2%
4.4%
0.8%
7.2%

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

3.1%
2.8%
4.5%
1.2%

3.8%
3.0%
2.7%
2.9%

5.3%
5.1%
5.0%
4.9%

4.4%
1.6%
8.8%
-2.0%

5.6%
-0.4%
14.0%
4.0%

2006
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

4.8%
2.4%
1.1%
2.1%

3.4%
4.5%
5.2%
3.5%

4.7%
4.6%
4.7%
4.5%

4.8%
4.8%
0.4%
0.0%

-0.2%
5.6%
-4.4%
3.6%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

0.6%
3.8%
4.9%
0.6%

2.5%
1.6%
1.8%
3.3%

4.5%
4.5%
4.6%
4.6%

4.8%
5.2%
1.2%
5.6%

6.4%
6.8%
1.2%

12.8%

2008
1st Qtr. 4.9%

J

51

\ Source: Council of Economic Advisors, Economic Indicators, various issues.
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Year

1975
1976
1977
1978
1979
1980
1981
1982

1983
1984
1985
1986
1987
1988
1989
1990
1991

7.86%
6.84%
6.83%
9.06%

12.67%
15.27%
18.89%
14.86%

10.79%
12.04%
9.93%
8.33%
8.21 %
9.32%
10.87%
10.01%
8.45%

Prime
Rate

US Treas
T Bills

3 Month

5.84%
4.99%
5.27%
1.22%
10.04%
11.51 %
14.03%
10.69%

8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51 %
5.42%

INTEREST RATES

US Treas
T Bonds
10 Year

1975 - 1982 Cycle
7.99% 9.03%
7.61 % 8.63%
7.42% 8.19%
8.41% 8.87%
9.44% 9.86%
11.46% 12.30%
13.93% 14.64%
13.00% 14.22%

1983 - 1991 Cycle
11 .10%
12.44%
10.62%
7.68%
8.39%
8.85%
8.49%
8.55%
7.86%

12.52%
12.72%
11 .68%
8.92%
9.52%
10.05%
9.32%
9.45%
8.85%

Utility
Bonds
Aaa

9.44%
8.92%
8.43%
9.10%

10.22%
13.00%
15.30%
14.79%

Utility
Bonds

Aa

12.83%
13.66%
12.06%
9.30%
9.77%

10.26%
9.56%
9.65%
9.09%

Exhibit DCP-2
Page 3 of 6
Updated

10.09%
9.29%
8.61 %
9.29%

10.49%
13.34%
15.95%
15.86%

Util ity
Bonds

A

13.66%
14.03%
12.47%
9.58%

10.10%
10.49%
9.77%
9.86%
9.36%

10.96%
9.82%
9.06%
9.62%

10.96%
13.95%
16.60%
16.45%

14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%

10.06%
9.55%

utility
Bonds
Baa

1992 - 2001 Cycle

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

8.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91 %

3.45%
3.02%
4.29%
5.51%
5.02%
5.07%
4.81%
4.65%
5.85%
3.45%

7.01%
5.87%
7.09%
6.57%
6.44%
6.35%
5.26%
5.65%
6.03%
5.02%

8.19%
7.29%
8.07%
7.68%
7.48%
7.43%
6.77%
7.21 %
7.88%
7.47%

8.55%
7.44%
8.21 %
7.77%
7.57%
7.54%
6.91%
7.51 %
8.05%
7.59%

8.69%
7.59%
8.31%
7.89%
7.75%
7.60%
7.04%
7.62%
8.24%
7.78%

8.86%
7.91 %
8.63%
8.29%
8.16%
7.95%
7.26%
7.88%
8.36%
8.02%

Current Cycle

2002
2003
2004
2005
2006
2007

4.67%
4.12%
4.34%
6.19%
7.96%
8.05%

1.62%
1.02%
1.38%
3.16%
4.73%
4.41%

4.61 %
4.01 %
4.27%
4.29%
4.80%
4.63%

[1] 7.19%
6.40%
6.04%
5.44%
5.84%
5.94%

7.37%
6.58%
6.16%
5.65%
6.07%
6.07%

8.02%
6,84%
6.40%
5.93%
6.32%
6.33%

[1] Note: Moody's has not published Aaa utility bond yields since 2001 .

K

..

l

Sources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record, Federal
Reserve Bulletin, various issues.
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Year

2003
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

2004
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
O f
Nov
Dec

zoos
Jan
Feb
Mar
Apr
May
June
July
Aug
Sep!
Oct
Nov
Dec

zoos

4.25%
4.25%
4.25%
4.25%
4.25%
4.00%
4.08%
4.00%
4.00%
4.00%
4.aoes
4.00%

Prime
Rate

4.00%
4.00'%
4.00%
4o0%
4.00%
4.00%
4.25%
4.50%
4.75%
4.75%
5.00%
5.25%

5.25%
5.50%
5.75%
5.75%
5.00%
6.25%
6.25%
6.50%
6.75%
5.75%
7.00%
7.25%

US Treas
T Bills

3 Month

1 . 17%
1 . 16%
1 . 13%
1 . 14%
1.08%
0.95%
0.90%
0.95%
0.95%
0.93%
0.94%
0.90%

0_89*
0.92%
0.94%
0.94%
1 .04%
1 .zeiss
135%
1 .pa%
1 .e5%
1 .75%
2.06%
2.20%

2.32%
2.53%
2.75%
2.79%
2.86%
2.99%
3.22%
3.45%
3.47%
3.70%
3.90%
3_B9%

INTEREST RATES

US Treas
T Bonds
10 Year

4.05%
3.90%
3.81%
3.96%
3.57%
3.33%
3.98%
4.45%
4.27%
4.29%
4.30%
4_27*

4.15%
4.08%
3.B3%
4.35%
4.72%
4.73%
4.50%
4.28%
4.13%
4.19%
4.19%
4.23%

4.22%
4.17%
4.50%
4.34%
4.14%
4.00%
4. 1 B"/a
4.26%
4.20%
4. 46%
4. 54%
4.47%

ueniey
Bonds
Aaa 11]

[1]

utility
Bonds

Aa

5.87%
5.66%
8.55%
B.47%
B.20%
5.12%
5.37%
5.48%
8.30%
5.28%
5.28%
6.18%

5.06%
B.10%
5.93%
5.33%
5.65%
8.30%
B.09%
5.95%
5.79%
5.74%
5.79%
5.78%

5.68%
5.55%
5.76%
5.56%
5.39%
5.05%
5.18%
5.23%
5.27%
550%
559%
5.55%

Exhibit DCP-2
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Utility
Bonds

A

7.05%
B.93%
8.79%
5.54%
B.36%
6.21%
8.57%
8.7B%
6.56%
s.43%
6.37%
6.27%

5. 15%
s. 15%
5.97%
6.35%
5.82%
8.45%
6.27%
6.14%
5.98%
5.94%
5.97%
5.92%

5.78%
5.61 %
5.B3%
5.54%
5.53%
5.40%
5.51 *
5.50%
5.52%
5.79%
5.88%
5.80%

Uiiiify
Bonds
Baa

7.47%
7.17%
7.05%
5.94%
5.47%
6.30%
657%
7.0e*v..
5.87%
6.79%
5.59%
6.61 %

5.47"/a
5.28%
s. 12%
8.45%
5.75%
s.a4%
6.57%
5.45%
8.27%
e. 17%
s. 15%
s. 10%

5.95*
5.76%
8.01 %
5.95%
5.88%
5.70%
5.81 %
5.80%
5.B3%
5.08%
6.19%
s.14%

. . . . . . . . . . . . . . . . . . |

Jan
Feb
Mar
Apr
May
June
Jury
Aug
Sept
Oct
Nov
Dec

750%
7.50%
7.75%
7.75%
8.00%
8.25%
8.25%
825%
8.25%
8.25%
8.25%
825%

4.20%
4.41 %
4_51 %
4.59%
4.72%
419%
4.96%
4.98%
4.82%
4.B9%
4.95%
4.85%

4.42%
4.57%
4.72%
4.99%
5.11%
5.11%
5.09%
4.88%
4.72%
4.73%
4.60%
4.56%

5.50%
5.55%
5.71%
8.02%
8.18%
8.16%
8.13*
5.97%
5.81%
5.80%
5.61%
5.52%

5.75%
5.B2%
5.98%
6.29%
6.42%
6.40%
837%
6.20%
6.00%
5.98%
5,80%
5.81 %

s.0s%
5.11%
5.25%
5.54%
8.59%
5.81%
8.81%
6.43%
6.28%
8.24%
8.04%
6.05%

2007
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
O91
Nov
Dec

8.25%
B.25%
8.25%
8.25%
8.25%
8.25%
8.25%
8.25%
7.75%
7.50%
1.50%
7.25%

4.96%
5_02*
4_91*
4. BB%
4.77%
4.53%
4.84%
4.34%
4.01%
3.97%
3.49%
3.08%

4.76%
4.72%
4.56%
4.G9%
4.75%
5.10%
500%
4.67%
4.52%
4.53%
4.15%
4.10%

5.78%
5.73%
5.55%
5.83%
5.86%
5.18%
8.11 %
6.11%
6.10%
6.04%
5.87%
803%

5.96%
5.90%
5.85%
5.97%
5.99%
6.30%
6.25%
6.24%
6.18%
8.11 %
5.97%
6.16%

6.16%
6.10%
6.10%
G.24%
6.23%
8.54%
5.49%
6,51 %
6.45%
5.36%
6.27%
6.51 %

20oa
Jan
Feb
Mar
Apr

6.00%
6.00%
5.25%

2.85%
2.21 %
1_38%

3.74%
3.74%
3.51 Vo

5.87%
604%
5.99%
5.99%

6.02%
5.21 %
6.21%
6.29%

6.35%
6.60%
5.65%
5.82%

[1] Note: Moody's has not published Ala utility bond yields since 2001 .

Sources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record, Federal
Reserve Bulletin, various issues.
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Year

1975
1976
1977
1978
1979
1980
1981
1982

1983
1984
1985
1986
1987
1988
1989
1990
1991

S&P NASDAQ
Composite [1] Composite [1]

[1]
322.84
334.59
376.18

STOCK PRICE INDICATORS

1975 -1982 Cycle

491.69

1983 - 1991 Cycle

[1]

1,190.34
1,178.48
1,328.23
1,792.76
2,275.99
2,060.82
2,508.91
2,678.94
2,929.33

802.49
974.92
894.63
820.23
844.40
891.41
932.92
884.36

DJIA
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4.31 %
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81%

4.40%
4.84%
4.25%
3.49%
3.08%
3.64%
3.45%
3.61%
3.24%

S&P
D/P

9.15%
8.90%
10.79%
12.03%
13.46%
12.56%
11.96%
11.60%

8.03%
10.02%
8.12%
6.09%
5.48%
8.01%
7.41%
6.47%
4.79%

S&P
EIP

1992 -2001 Cycle
1992
1 9 9 3
1994
1 9 9 5
1 9 9 6
1997
1 9 9 8
1 9 9 9
2 0 0 0
2001

415.74
451.21
460.42
541.72
670.50
873.43

1,085.50
1,327.33
1,427.22
1,194.18

599.26
715.16
751.65
925.19

1,164.96
1,469.49
1,794.91
2,728.15
3,783.67
2,035.00

3,284.29
3,522.06
3,793.77
4,493.76
5,742.89
7,441.15
8,625.52
10,464.88
10,734.90
10,189.13

2 .99%
2.78%
2.82%
2.56%
2.19%
1.77%
1 .49%
1 .25%
1.15%
1 .32%

4 .22%
4.46%
5.83%
6.09%
5.24%
4.57%
3.46%
3.17%
3 .63%
2 .95%

Current Cycle
2002
2003
2004
2005
2006
2007

993.94
965.23

1,130.65
1,207.23
1,310.46
1,477.19

1,539.73
1,647.17
1,986.53
2,099.32
2,263.41
2,578.47

9,226.43
8,993.59
10,317.39
10,547.67
11,408.67
13,169.98

1.61%
1.77%
1.72%
1.83%
1.87%
1.86%

2.92%
3.84%
4.89%
5.36%
5.78%

Q
[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ
Composite prior to 1991 .

Source: Council of Economic Advisors, Economic Indicators, various issues.
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1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

YEAR

2003

2002

2004

S&P
Composite

1,131.56
1,068.45
894.65
887.91

860.03
938.00

1 ,000.50
1,056.42

1,133.29
1,122.87
1,104.15
1,162.07

STOCK PRICE INDICATORS

NASDAQ
Com pos ire

2,041.95
1,984.13
1,872.90
2,050.22

1 ,879,85
1,641.53
1,308.17
1,346.07

1,350.44
1,521.92
1 ,7B5.96
1,934.71

10,488.43
10,289.04
10,129.85
10,362.25

10,105.27
9,912.70
8,487.59
8,400.17

8,122.83
8,684.52
9,310.57
9,856.44

DJIA
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1.39%
1.49%
1.76%
1.79%

1.89%
1.75%
1.74%
1.69%

1.64%
1.71%
1.79%
1.75%

S&P
D/P

3.57%
3.55%
3.87%
4.38%

2.15%
2.70%
3.68%
3.14%

4.62%
4.92%
5.18%
4.83%

S&P
E/P

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,191.98
1,181.65
1,225.91
1,262.07

2,056.01
2,012.24
2,144.61
2,246.09

10,648.48
10,382.35
10,532.24
10,827.79

1.77%
1.85%
1.83%
1.86%

5.11 %
5.32%
5.42%
5.60%

2006
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1283.04
1,281.77
1,288.40
1,389.48

2,287.97
2,240,46
2,141.97
2,390.26

10,996.04
11,188.84
11,274.49
12,175.30

1.85%
1.90%
1.91%
1.81%

5.61%
5.86%
5.88%
5.75%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,425.30
1 ,496.43
1,490.81
1,494.09

2,444.85
2,552.37
2,609.68
2,701 .59

12,470.97
13,214.26
13,488.43
13,502.95

1.84%
1.82%
1.86%
1.91%

5.85%
5.65%
5.15%
4.51%

2008
1st Qtr. 1,350.19 2,332.91 12,383.86 2.11%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAi
Composite prior to 1991 .

Source: Council of Economic Advisors, Economic Indicators, various issues.
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SOUTHWEST GAS CORP
BOND RATINGS

Date Standard 8¢ Poor's Fitch

1995

Moody's

Baan BBB-

BBB-1996

1997 BBB-

1998

Baa2

Baa2

Baan BBB-

1999 Baan BBB-

2000 Baan BBB- BBB

2001 Baa2 BBB- BBB

2002 Baan BBB- BBB

2003 Baa2 BBB- BBB

2004 Baan BBB- BBB

Baan BBB- BBB2005

2006 Baan BBB- BBB

2007 Baan BBB- BBB

2008 Baan BBB- BBB

Source: Response to Request No. STF-2-6.
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SOUTHWEST GAS CORP.
CAPITAL STRUCTURE RATIOS

2002 _ 2007
($000)

YEAR
COMMON
EQUITY

LONG-TERM
DEBT

SHORT-TERM
DEBT

2003 $630,467
33.0%
34.0%

$1,221,164
63.9%
66.0%

$58,435
3.1 %

2004 $705,676
35.8%
35.8%

$1 ,262,936
64.2%
64.2%

0.0%

2005 $751 ,135
34.4%
36.2%

$1,324,898
60.7%
63.8%

$107,215
4.9%

2006 $901 ,425
38.9%
39.4%

$1,386,354
59.9%
60.6%

$27,545
1.2%

2007 $983,673
41 .0%
41 .9%

$1,366,067
57.0%
58.1%

$47,079
2.0%

Note: Percentages may not total 100.0% due to rounding.

Source: Southwest Gas Corp., Annual Reports to Stockholders.



/» .

I

I

AGL Resources
At nos Energy
Energy
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

COMPANY

Average

Composite

Source: Value Line Investment Survey.

I

I

48.3%
51.9%
53. 1 %
54.5%
52.9%
66.7%
50.9%
53.9%
37.6%
35.8%
19.1 %
54.8%

48.3%

2000

38.7%
45.7%
46.9%
50.2%
49.9%
61 .7%
53.2%
52.4%
35.9%
39.6%
17.4%
56.3%

45.7%

2001

VALUE LINE GAS DISTRIBUTION COMPANIES
COMMON EQUIW RATIOS

41 .7%
46.1 %
53.2%
52.3%
49.4%
64.5%
51 .5%
56.1 %
46.1 %
4.1%
21 .7%
52.4%

47.4%

41.4%

2002

49.7%
49.8%
55.8%
49.4%
61 .9%
60.3%
50.3%
57.8%
49.0%
34.0%
33.0%
54.3%

43.7%

50.4%

2003

46.0%
56.8%
56.7%
48.3%
59.7%
60.1 %
54.0%
56.4%
51.0%
35.8%
35.0%
57.2%

45.7%

51.4%

2004

48.1%
42.3%
56.6%
51 .8%
58.0%
62.5%
53.0%
58.6%
55.1%
36.2%
41 .7%
58.6%

48.3%

51.9%

2005

49.8%
43.0%
67.4%
50.4%
65.2%
63.7%
53.7%
51.7%
55.3%
39.4%
35.9%
61.5%

47.0%

53.1%

2006

49.8%
48.0%
71 .0%
54.7%
62.7%
70.0%
53.7%
51.6%
57.3%
41 .9%
39.3%
60.3%

48.0%

55.0%

2007
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Average 2010-2012

46.5%
48.0%
57.6%
51 .5%
57.5%
63.7%
52.5%
54.8%
48.4%
37. 1 %
30.4%
58.9%

45.7%

50.4%

51 .5%
49.0%
60.0%
51 .0%
72.8%
74.0%
52.0%
50.8%
59.0%
47.0%
67.0%
65.8%

46.0%

58.3%

»* .
M



AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

I

Company

COMPARISON COMPANIES
CAPITAL STRUCTURE RATIOS

INCLUDING SHORT-TERM DEBT

2001

32%
40%
45%
41%
43%
50%
45%
51%
32%
31%
14%
48%

2002

33%
39%
47%
37%
44%
51%
48%
54%
34%
33%
24%
48%

2003

41%
45%
55%
37%
44%
41%
50%
53%
41%
33%
29%
49%

2004

41%
41%
51%
40%
45%
43%
49%
53%
31%
34%
31%
52%

2005

41%
38%
56%
38%
43%
42%
47%
48%
45%
36%
33%
58%

Exhibit DCP-5
Page 2 of 2
Updated

2006

42%
45%
64%
58%
51%
51%
48%
46%
44%
41%
32%
51%

2007

42%
47%
67%
40%
49%
58%
48%
46%
48%
43%
35%
51%

Average 39% 41% 43% 43% 44% 48% 48%

Source: AUS Utility Reports.
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Value Line Natural Gas
Distribution Companies

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

Average

AGL Resources
Ammos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

Hanley Proxy Companies

COMPANY

COMPARISON COMPANIES
DIVIDEND YIELD

$1 .68
$1 .30
$0.48
$1 .50
$0.75
$1 .86
$1 .50
$1 .04
$1 .08
$0.86
$0.74
$1 .42

$1.68
$1.30
$1.50
$1.86
$1.50
$1.04
$1 .08
$1.42

DPS

$39.13
$29.29
$72.39
$38.28
$33.47
$42.52
$48.81
$27.68
$35.88
$30.05
$27.22
$33.94

$39.13
$29.29
$38.28
$42.62
$4B.B1
$2758
$36.88
$33.94

February . April, 2008
HIGH LOW AVERAGE

$33.75
$25.00
$57.97
$32.76
$30.95
$32.35
$41 .07
$24.05
$31 .90
$25.14
$24.41
$30.26

$33.75
$25.00
$32.75
$32.35
$41 .07
$24.05
$31 .90
$30.25
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$35.44
$27.15
$65.18
$35.52
$32.21
$37.49
$44.94
$25.87
$34.39
$27.60
$25.82
$32.10

$36.44
$27.15
$35.52
$37.49
$44.94
$25.87
$34.39
$32.10

YIELD

4.6%
4.8%
0.7%
4.2%
2.3%
5.0%
3.3%
4.0%
3.1%
3.1%
2.9%
4.4%

3.5%

4.6%
4.8%
4.2%
5 0 %
3.3%
4.0%
3.1 %
4.4%

Average 4.2%

Source: Yahoo! Finance.
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AGL Resources
At nos Energy

="t§:3clede Group
';'1COR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

n

Value Line Natural Gas

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGl
WGL Holdings

Average

Hanley Proxy Companies

1'

COMPANY

I

6.6%
2.8%
12.1%
3.1%
7.1%
1 .5%
2.6%
3.1%
5.0%
1 .7%
9.2%
6.2%

2003

6.5%
2.8%
3.1%
1.5%
2.6%
3.1%
5.0%
6.2%

5.6%
1 .7%
12.4%
2.7%
7.8%
2.1 %
2.7%
3.7%
5.9%
4.3%
7.3%
4.1%

2004

5.6%
1.7%
2.7%
2.1%
2.7%
3.7%
5.9%
4.1 %

COMPARISON COMPANIES
RETENTION GROWTH RATES

6.2%
2.3%
16.1 %
3.1%
8.5%
2.3%
3.7%
3.6%
6.2%
2.2%
11.5%
4.6%

2005

6.2%
2.3%
3.1 %
2.3%
3.7%
3.6%
6.2%
4.6%

6.3%
:a.6%
16.7%
5.1%
6.3%
5.2%
4.5%
2.8%
10.2%
5.3%
9.4%
3.1%

6.3%
3.6%
5.1 %
5.2%
4.5%
2.8%
10.2%
3.1 %

2006

5.3%
3.0%
20.0%
4.3%
3.5%
4.5%
6.0%
3.5%
6.7%
4.8%
8.7%
3.5%

2007

5.3%
3.0%
4.3%
4.5%
6.0%
3.5%
6.7%
3.5%

Average

6.0%
2.7%
15.5%
3.7%
6.8%
3.1 %
3.9%
3.3%
6.8%
3.7%
9.2%
4.3%

6.0%
2.7%
3.7%
3.1 %
3.9%
3.3%
6.8%
4.3%

5.7%

5.0%
3.0%
18.5%
4.0%
6.0%
2.0%
5.0%
3.5%
6.5%
5.0%
9.0%
4.0%

2008

5.0%
3.0%
4.0%
2.0%
5.0%
3.5%
6.5%
4.0%

5.5%
3.5%
19.0%
4.0%
6.0%
3.5%
5.0%
3.5%
7.0%
5.5%
9.5%
4.0%

2009

5.5%
3.5%
4.0%
3.5%
5.0%
3.5%
7.0%
4.0%
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'11-'13

6.5%
4.0%
14.0%
4.5%
5.0%
5.5%
5.0%
4.0%
8.5%
6.0%
8.5%
4.0%

6.5%
4.0%
4.5%
55%
5.0%
4.0%
8.5%
4.0%

Average

5.7%
3.5%
17.2%
4.2%
5.7%
3.7%
5.0%
3.7%
7.3%
5.5%
9.0%
4.0%

5.7%
3.5%
4.2%
3.7%
5.0%
3.7%
7.3%
4.0%

G.2%

Average 4.2% 4.6%

Source: Value Line Investment Survey.
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Average

Value Line Natural Gas

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGl
WGL Holdings

I

I

COMPANY

15.0%
7.5%
22.0%
9.5%
6.0%
-3.0%
3.5%
6.0%
12.0%
6.0%
19.5%
5.0%

9.1%

5-Year Historic Growth Rates
EPS DPS BVPS Average

COMPARISON COMPANIES
PER SHARE GROWTH RATES

4.0%
1.5%
4.0%
1.0%
4.0%
2.5%
1.5%
4.5%
3.5%
0.0%
5.5%
1.5%

2.8%

10.5%
9.0%
14.0%
4.5%
10.0%
2.5%
3.5%
6.5%

13.5%
3.5%
26.5%
3.5%

9.0%

9.8%
6.0%
13.3%
5.0%
6.7%
0.7%
2.8%
5.7%
9.7%
3.2%
17.2%
3.3%

6.9%

3.5%
4.5%
7.5%
3.5%
6.0%
4.0%
7.0%
5.0%

5.4%

7.5%
7.0%
3.5%

Est'd '05-'07 to '11-'13 Growth Rates
EPS DPS BVPS Average

4.0%
2.0%
7.5%
2.5%
6.0%
0.5%
5.5%
4.0%
5.5%
4.0%
8.0%
2.5%

4.3%
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1.5%
3.5%
9.0%
5.0%
9.0%
4.0%
3.5%
3.5%
5.0%
3.5%
11.0%
5.0%

5.3%

3.0%
3.3%
8.0%
3.7%
7.0%
2.8%
5.3%
4.2%
5.3%
5.0%
8.7%
3.7%

5.0%

Hanley Proxy Companies

10.5%
9.0%
4.5%
2.5%
3.5%
6.5%
13.5%
3.5%

3.5%
4.5%
3.5%
4.0%
7.0%
5.0%

AGL Resources
Ammos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

15.0%
7.5%
9.5%
-3.0%
3.5%
6.0%
12.0%
5.0%

4.0%
1.5%
1.0%
2.5%
1.5%
4.5%
3.5%
1.5%

9.8%
6.0%
5.0%
0.7%
2.8%
5.7%
9.7%
3.3% 3.5%

4.0%
2.0%
2.5%
0.5%
5.5%
4.0%
5.5%
2.5%

1.5%
3.5%
5.0%
4.0%
3.5%
3.5%
5.0%
5.0%

3.0%
3.3%
3.7%
2.8%
5.3%
4.2%
5.3%
3.7%

Average 6.9% 2.5% 6.7% 5.4% 4.4% 3.3% 3.9% 3.9%

Source: Value Line Investment Survey.
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Value Line Natural Gas

AGL Resources
Afros Energy
Energy
Laclede Group
New Jersey Resources
NlCOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

Median

Mean

Mean Composite

Median Composite

COMPANY

ADJUSTED
YIELD

4.7%
4.9%
0.8%
4.3%
2.4%
5.0%
3.4%
4.1%
3.3%
3.2%
3.0%
4.5%

3.6%

3.B%

HISTORIC
RETENTION

GROWTH

6.0%
2.7%
15.5%
3.7%
6.8%
3.1%
3.9%
3.3%
6.8%
3.7%
9.2%
4.3%

4.1%

9 .4%

5.7%

7.9%

COMPARISON COMPANIES
DCF COST RATES

PROSPECTIVE
RETENTION

GROWTH

5.7%
3.5%
17.2%
4.2%
5.7%
3.7%
5.0%
3.7%
7.3%
5.5%
9.0%
4.0%

9.8%

62%

53%

9.0%

HISTORIC
PER SHARE

GROWTH

9.8%
6.0%
13.3%
5.0%
8.7%
0.7%
2.8%
5.7%
9.7%
3.2%
17.2%
3.3%

10.6%

5.8%

6.9%

9.6%

PROSPECTIVE FIRST CALL
PER SHARE EPS

GROWTH GROWTH

3.0%
3.3%
B.D%
3.7%
7.0%
2.8%
5.3%
4.2%
5.3%
5.0%
8.7%
3.7%

5.0%

8.6%

4.6%

8.3%

5.3%
4.7%
8.5%
3.5%
5.5%
3.8%
4.9%
5.2%
6.6%
5.7%
8.0%
5.0%

9.2%

5.5%

5.2%

9.0%

Exhibit DCP-6
Page 4 of 4
Updated

AVERAGE
GROWTH

6.0%
4.0%
12.5%
4.0%
5.3%
2.8%
4.4%
4.4%
7.1%
4.B%
10.4%
4.1%

4.5%

5.9%

9.5%

8.3%

DCF
RATES

10.7%
8.9%
13.3%
8.3%
B.7%
7.8%
7.B%
8.5%
10.4%
7.8%
13.4%
8.6%

9.5%

8.6%

Hanley Proxy companies

AGL Resources
Ammos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

4.7%
4.9%
4.3%
5.0%
3.4%
4. 1 %
3.3%
4.5%

6.0%
2.7%
3.7%
3.1 %
3.9%
3.3%
6.8%
4.3%

5.7%
3.5%
4.2%
3.7%
5.0%
3.7%
7.3%
4.0%

9.8%
6.0%
5.0%
0.7%
2.8%
5,7%
9.7%
3.3%

3.0%
3.3%
3.7%
2.8%
5.3%
4.2%
5.3%
3.7%

5.3%
4.7%
3.5%
3.8%
4.9%
5.2%
6.6%
5.0%

6.0%
4.0%
4.0%
2.8%
4.4%
4.4%
7.1 %
4- 1 %

10.7%
8.9%
8.3%
7.8%
7.8%
8.5%
10.4%
8.6%

Mean 4.3% 4.2% 4.6% 5.4% 3.9% 4.9% 4.6% 8.9%

Median 4.4% 3.B% 4.1% 5.3% 3.7% 5.0% 4.2% 8.5%

Mean Composite 8.5% 8.9% 9.7% 8.2% 9.1% 8.9%

MedianComposite 8.2% 8,5% 9.7% B_1% 9.4% B.6%

a1-1

Sources: Prior pages of this sdwedule.
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1977
1978

1979
1980

1981
1982

1983
1984

1985

1986

1987
1988

1989

1990
1991

1992
1993

1994
1995

1996
1997

1998
1999

2000

2001

2002

2003

2004

2005

2006

Year

STANDARD & POOR'S 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

$12.33
$14.86
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21 .73
$16.29
$19.09
$21 .89
$30.60
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.69
$27.59
$48.73
$58.55
$69.93
$81 .51

EPS

$79.07
$85.35
$94.27

$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.04
$141 .32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.05
$215.51
$237.08
$249.52
$266.40
$290.68
$325.80

$338.37
$321 .72
$357.17
$414.75
$453.05
$504.39

BVPS

15.00%
16.55%
15.06%
14.50%
11.39%
12.23%
13.90%
1 1 .80%
11.49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.37%
13.24%
16.37%
15.52%
17.11 %
16.33%
14.52%
17.29%
15.22%
7.43%
8.36%
14.15%
14.98%
15.12%
17.03%

ROE

Exhibit DCP-7
Page 1 of 1

20-YEAR
T-BOND
YIELD

7.90%
8.86%
9.97%

11 .55%
13.50%
10.38%
11 .74%
11 .25%
8.98%
7.92%
8.97%
8.81 %
8.19%
8.22%
7.29%
7.17%
6.59%
7.60%
6.18%
6.64%
5.83%
5.57%
6.50%
5.53%
5.59%
4.80%
5.02%
4.59%
4.68%

RISK
PREMIUM

7.10%
7.69%
5.09%
2.95%
-2.11 %
1.85%
2.16%
0.55%
2.51%
5.50%
8.28%
7.04%
6.28%
2.23%
5.08%
6.07%
9.78%
9.02%

10.93%
9.69%
8.79%

11 .72%
9.72%
1 .90%
2.77%
9.35%
9.96%

11 .43%
12.35%

Average 6.40%

f

6

Source: Standard & Poor's Analysts' Handbook, lbbotson Associates Handbook.



I

I

I

I

Value Line Natural Gas

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

COMPANY

COMPARISON COMPANIES
CAPM COST RATES

RISK-FREE
RATE

4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%

BETA

0.85
0.85
0.95
0.90
0.85
1.00
0.80
0.85
0.80
0.90
0.90
0.85

RISK
PREMIUM

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

Exhibit DCP-8
Page 1 of 1
Updated

CAPM
RATES

9.4%
9.4%
10.0%
9.7%
9.4%
10.3%
9.2%
9.4%
9.2%
9.7%
9.7%
9.4%

Mean 9.6%

Median 9.4%

Hanley Proxy Companies

AGL Resources
At nos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%

0.85
0.85
0.90
1.00
0.80
0.85
0.80
0.85

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

9.4%
9.4%
9.7%

10.3%
9.2%
9.4%
9.2%
9.4%

Mean 9.5%

Median 9.4%

(

Sources: Value Line Investment Survey, Standard 8. Poor's Analysts' Handbook, Federal Reserve.
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YEAR

1994

1993

1992

1997

1996

1995

STANDARD & POOR'S 500 COMPOSITE
RETURNS AND MARKET-TO-BOOK RATIOS

1992 - 2006

RETURN ON
AVERAGE EQUITY

12.2%

16.4%

17.1%

13.2%

16.3%

16.6%

ExhibitDCP-10
Page 1 of 1

MARKET-TO
BOOK RATIO

271 %

299%

272%

264%

354%

246%

1998 14.6% 421 %

1999 17.3% 481%

2000 16.2% 453%

2001 75%_ 353%

2002 8.4% 296%

2003 14.2% 278%

2004 15.0% 291 %

2005 16.1% 278%

2006 17.0% 277%

Averages:

1992-2001 14.7% 341%
rr
i
\\ 2002-2006 14.1% 284%

I

I

Source: Standard 8¢ Poor's Analyst's Handbook, 2007 edition, page 1.
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AGL Resources
At nos Energy
Energy
Ladede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

Value Line Natural Gas

COMPANY

Average

AGL Resources
At nos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

'alley Proxy Companies

l

I

VALUE LINE
SAFETY

1.9

2
2
2
2
1
3
1
2
2
3
2
1

2
2
2
3
1
2
2
1

VALUE LINE
BETA

0.85
0.85
0.95
0.90
0.85
1.00
0.80
0.85
0.80
0.90
0.90
0.85

0.88

0.85
0.85
0.90
1 .00
0.80
0.85
0.80
0.85

VALUE LINE
FINANCIAL
STRENGTH

B++
B+
A

B+
A
A
A

B++
B++

B
B+
A

B++
B+
B+
A
A

B++
B+4-

A

B++

3.67
3.33
4.00
3.33
4.00
4.00
4.00
3.67
3.67
3.00
3.33
4.00

3.67
3.33
3.33
4.00
4.00
3.67
3.67
4.00

3.67

ss. P
STOCK

RANKING

A-
B+
A
B+
A
B
B+
A-
B+
B+
A

B+

B+

A .
B+
B+

B
B+
A .
B+
B+

3.67
3.33
4.00
3.33
4.00
3.00
3.33
3.67
3.33
3.33
4.00
3.33

3.67
3.33
3.33
3.00
3.33
3.67
3.33
3.33

3.53

Average 1.9 0.86 B++ 3.71 B+ 3.37
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RISK INDICATORS

GROUP
VALUE LINE

SAFETY
VALUE LINE

BETA
VALUE LINE

FIN STR
S & P

STKRANK

S & P's 500
Composite 2.7 1.05 B++ B+

Value Line Natural Gas 1.9 0.88 B++ B+

Hanley Proxy Companies 1.9 0.86 B++ B+

Southwest Gas 3.0 0.90 B B+

Sources: Value Line Investment Survey, Standard & Poor's Stock Guide.

Definitions:

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk.

Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with
a beta of 1.0 moves in concert with the market, a stock with a beta below 1.0 is less variable
than the market, and a stock with a beta above 1.0 is more variable than the market.

Financial strengths range from C to A++, with the latter representing the highest level.

Common stock rankings range from D to A+, with the later representing the highest level.
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SOUTHWEST GAS CORP.
PRE-TAX COVERAGE

Item Percent Cost
Weighted

Cost
Pre-Tax

Cost

Short-Term Debt 0.00% 0.00% 0.00%

Long-Term Debt 52.08% 7.96% 4.15% 4.15%

Preferred Stock 4.48% 8.20% 0.37% 0.6t%

Common Equity 43.44% 10.00% 4.34% 7.24%

Total 100.00% 8.86% 12.00% 1/

1/ Post-tax weighted cost divided by .60 (composite tax factor)

Pre-Tax coverage : 12.00%x (11 .64% I4.15%)
2.89

Standard & Poor[s utility Benchmark Ratios:
Business Profile of "3" A BBB

Pre-tax coverage 2.8x - 3.4x 1.8x .. 2.8x

Total debt to total capital 50%-55% 55%-65%
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VANGUARD 500 INDEX FUND
DEMONSTRATION OF MUTUAL FUND HISTORIC PERFORMANCE

USING GEOMETRIC GROWTH RATES
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Vanguard 500 Index Fund Admiral Shares

Research Funds & Stocks > Vanguard Funds >> Vanguard Fund Profile >> Historica\ Returns

Vanguard - Historical Returns

f" __
E

5

8

a

x
\¢»44 ... ,.~.... . .....,
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L ..._

The performance data shown represent past pen'ormance, which is not a guarantee of future results.

Investment returns and principal value will fluctuate, so that investors' shares, when sold, may be wort/7

more or less than their original cost. Current performance may be lower or higher than the performance data

cited. See performance data current to the most recent month-end. Expense ratio information can be found

on the Overview page.

zE

s
l

Cumulative Total Returns

500 Index Fund Adm

Annual Investment Returns

S&P 500 Index*

Year Ended

l

Quarterly Investment Returns

*,

2000**

2007

2006

2004

2005

2003

2002

20m

First Quarter Second Quarter

Vanguard

x

5

-

s

I
L

4

Capital Return

~z~

1

8.73%

26.53%

-23.36% 2

-13.11% 1

13.64%

-2.41%

2.94%

3.49%

1 Year

-4.68%

500 Index Fund Adm

500 Index Fund Adm
r
s

I

Third Quarter

income Return

3 Year 5 Year

26.78%

26.64% 85.27%

Fourth Quarter

2.11%

2.10%

2.06%

1.98%

1.93%

0.31%

1.27%

1.14%

(VFIAX)

65.66%

3
§

1

4

i

;

1

I

Total Return

-22.10%

Year-End Return

-1198%

15.75%

-2.10%

*.

E

i

D/ i28.59 0 8

4
8

3C

10.82%

4.87%

5.47%

46.51 %

S&P 500 Index*

Total Return

5 49%

(as of 04/30/2008)

(as of 12/31/2007)

(as of 03/31/2008)
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-22.10%

-11.89%

15.79%

28.68%

10.88%

4_91%

-».-4»=~.~

.:..

S&P 500 Index*

Year-End AverageYear

8 2008
x
i -9.45%

|
5

-

i
1

6.26% 2.05%2007 0.53% -3 .34% 5,47% 5.49%
x 2

gI

a 2006
1
i

I 4.21 -1 .45% 5.65% 6.68% 15.75% 15.79%
i

1

2005 I -2.14% 1 .35% 3.59%
E

I

I 2.07% 4.87% 4.91%

2004 1.67% 1.71% -1.88% 9.22% 10.82% 10.88%
r

\ 2003 -13.17°/> 15.40% 2.62%

1

12.15°/o 28.59%

s

28.68°/o

https://personal.vanguard.corn/us/funds/historica1returns?Fundld=0540&FundlntExt=INT

I

5/22/2008
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Vanguard - Historical Returns

L

2002

2001

S
i 0.25%

-11 88%

1 13 42%

5.82%

17 20%

14.70%

8.40%

10.67%

-22.10%

-11.98%
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-22.10%

-11.89%

*A widely used barometer of U.S. stock market performance; as a market-weighted index of leading companies in leading
industries, it is dominated by large-capitalization companies.

** Since inception on 11/13/2000
Glossary

Important fund performance information

© 1995-2008 The Vanguard Group, \no. All rights reserved. Vanguard Marketing Corp., Dis\n'b. Terms 8 conditions of use \ Obtain prospectus I
Enhanced Support

https://personal.vanguard.com/us/fundsA1istoricalreturns'?Fundld=0540&FundlntExt=INT 5/22/2008



Vanguard - cumulative total return

The total return on a fund from a certain period of time up to the present.

For example, if a fund's net asset value (NAV) started at $10, and 3 years later, the NAV equals $15, the

cumulative return would be 50% (as opposed to an average annual return of 14.47%). Cumulative returns are

always calculated as of the end of each month.

cumulative total return

"\'L*::

I

Exhibit DCP-13
Page 4 of 4

© 1995-2008 The Vanguard Group, Inc. All rights reserved. Vanguard Marketing Corp., Distrib. Terms & conditions of use \ Obtain prospectus

https://personaLvanguard.com/us/glossary/c/GlossaryCumulativeTota1RetumContent.jsp 5/22/2008
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DEMONSTRATION OF VALUE LINE INVESTMENT SURVEY
CALCULATING GROWTH RATES USING COMPOUND (GEOMETRIC)

GROWTH RATES
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Value Line Investment Survey for FWndow5®
Version 3.0

AboutValue Line

Value Line Investment
Survey for Wzndows®
Version 3.0

Value Line was founded in New York in 1931 by Arnold
Bernhard, then a young analyst, amidst the crisis of confidence
wrought by the Great Depression. His goal was to help inves-
tors in their quest to achieve superior returns from stocks
by providing access to the same information that professionals
had at their fingertips. His vision grew into one of the most
enduring and trusted institutions in the financial world. Backed
by disciplined, objective analytic methodologies that have been
proven over six decades, and by one of the world's largest
independent research staffs, including over 100 professional
securities analysts, statisticians and economists, Value Line has
become an indispensable source for investors around the globe.
Value Line's businesses are broad-based, including financial
publications and electronic data services, a family ono-load
mutual funds, and asset management for retirement and endow-
ment accounts. Its research services include domestic stocks,
Canadian stocks, mutual Nods, convertibles, and options,
which are available in both print and electronic form.

About Value Line

The Value Line Investment
Survey

The Value Line Investment
Survey for Wndows®

What's New in Version 3.0

Value Line Technical
Support

Value Line's headquarters are located at 220 East 42nd Street,
New York, NY 10017. Telephone 212-907-1500. For technical
support, call 800-654-0508.

The Value Line Investment Survey

The Value Line Investment Survey printed version was created
in 1931 for one purpose and one purpose only to guide you in
your quest to realize superior returns on your invested capital.
Based on disciplined, objective, quantitative, analytical methodolo-
gies that have proven themselves over the last 60 years, plus a
staff of more than 70 professional securities analysts, Value Line
can serve as an invaluable tool in making your investment
decisions.

Part 1 | Version 3.0 1
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index, and the risk-free rate of return of a three-month Treasury Bill. For example, if
a stock has a beta of 1.5, it would be expected to gain 15% when the index gains
10%. If however, the stock actually gains 20%, this excess return represents the
stock's alpha. Value Line expresses alpha as an annualized figure.

American Depository Receipts (ADRs) - Since most other nations do not allow
stock certificates to leave the country, a foreign company will arrange for a trustee
(typically a large bank) to issue ADRs (sometimes called American Depository
Shares, or ADSs) representing the actual, or underlying, shares. Each ADR is equiva-
lent to a specified number of shares (the ratio is shown in a footnote on the Value
Line page).

American Stock Exchange Composite - A market-capitalization weighted index of
the prices of the stocks traded en the American Stock Exchange.

Annual Change D-J Industrials - The annual change from year end to year end in
the Dow Jones Industrial Average, expressed as a percentage.

Annual Change in Net Asset Value (Investment Companies) - The change in
percentage terms of the net asset value per share at the end of any given year from
what it was at the end of the preceding year, adjusted for any capital gains distribu-
tions made during the year.

Annual Rates of Change (Per Share) - Compounded annual rates of change of
pershare sales, cash flow, earnings, dividends, and book value (or other indusuy-
specific per-share figures) over the past ten years and five years and estimated over
the coming three to five years. A11 forecasted rates of change are computed from the
average figure for the past three-year period to an average for a future three-year
period. If data for a three-year base period are not available, a two- or one-year base
may be used.

Arbitrage - The simultaneouspurchase of an asset in one market and sale of the
same asset, or assets equivalent to the asset purchased, in another market. Often
referred to as "classical arbitrage," this type of transaction should result in a risk-free
profit. Risk Arbitrage refers to transactions in stocks involved in takeover activity.

Arbitrageur - A person or organization that engages in arbitrage activity.

138 Value Line Investment Survey for Wndows® vs .0
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EXCHANGE-TRADED PRODUCTS'

EXCHANGE-TRADED FUNDS (ETFs)

spnH~

Seiecx Sector SPDRs

iS fares S&P 500

iS fares S&P 500 Growth

iS fares S&P 500 Value

iUnil5 S&P 500

FUTURES

S&P 50D

E-Mini S&P 500

S&P500 Growth

S&P 500 Value

S&P 500 Sector Futures

1

I

-|

E

5
. !
IFS?

Widely regarded as the best single gauge of the U.S. equities market, this w0rld-renowned

index includes 500 leading companies in leading industries of the U.S. economy. Although the

S8rP 500 focuses on the large cap segment of the market, with approximately 75% coverage of

U.S. equities, it is also an ideal proxy for the total market. S&P 500 is part of a series of S&P

U.S. indices that can be used es building blocks for portfolio construction.

About the Index

Exhibit DCP-I S

UPTIONS

58p 500

Select Sector SPDRs

S&P 500 is maintained by the S&P Index Committee. a team

of Standard St Poor's economists and index analysts, who

meet on a regular basis. The goal of the Index Committee

is to ensure that the S&P 500 remains a leading indicator of

U.S. equities, reflecting the risk and return characteristics

of the broader large cap universe on an on~g0ing basis. The

Index Committee also monitors constituent liquid ity to ensure

eff icient portfolio trading while keeping index turnover to a

minimum.
5

t ;

r
4

ft

Standard & Pour's does not sponsor,

endorse, sell or promote any S&P

index~based investment product.

Index Methodology

t

*
:i
to
8
t .

i .
E.

Contact Us:

index_servkes@ stam$ardandpoors.com

Financial Wabil ity Companies should have four consecutive

quarters of posit ive as-reponed earnings, where as-reported

earnings are defined as GAAP Net Income excluding

discontinued operations and extraordinary items.

Adequate Liquidity and Reasonable Price. The ratio of

annual dollar value traded to market capitalizat ion for the

company should be 0.30 or greater. Very low stock prices

can affect a stock's liquidity.

Sector Representation. Companies'  industry classif ications

contribute to the maintenance of a sector balance that is in

line with the sector composit ion of the universe of elig ible

companies with market cap in excess of US$6 billion.

'  Company Type. Const ituents must be operating companies.

Close-end funds, holding companies, partnerships,

investment vehicles and royalty trusts are not elig ible. Real

Estate Investment Trusts (REfTsl and business development

companies lBDCsl are elig ible for inclusion.

Continued index membership is not necessarily subject to

these guidelines. The index Committee strives to minimize

unnecessary turnover in index membership and each removal

is determined on a case-by-case basis.

I
g

3g

New York

Toronto

London

Paris

Tokyo

Beijing

Sydney

+1 .212.438,2045

+1 .41E5D7.32D0

+44.20.717s.a8aa

+33.1 .40.75.77.91

+813.4550.8463

+85.10.6589.2919

+61 .2.9255.9B70

CRITERIA FDR INDEX REMDVALS

The S&P Index Committee follows a set at published

guidelines for maintaining the index. Complete details of

these guidelines, including the criteria for index addit ions

and removals. policy statements, and research papers are

available nn the Web site at vvww,indices.standardandpoors.

com. These guidelines provide the transparency required and

fairness needed to enable investors to replicate the index and

achieve the same peNormance as the S&P 500.

CRITERIA FDR INDEX A DDIT IO NS

|  US Company Determining fac tors include locat ion al the

company's operations. its corporate structure, its accounting

standards and its exchange listings.

• Market  Capitalizat ion.  Companies with market cap in

excess at US$5 billion. This minimum is reviewed from

time to t ime to ensure consistency with market condit ions.

• Public Float. There must be public hoot of at least 50%.

• Companies that substant ially violate one or more of the

criteria for index inclusion.

Companies involved in merger, acquisit ion, or signif icant

restructuring such that they no longer meet the inclusion

criter ia.

•

'l

x

i

9
a

E

For more information, visit our Web site:

wwwjndices.standavdan\ipouvs.1:om
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.,.¢..1J'op 10 Companies

Index Performance

Returns 1 Month

3 Month

. .nr .-.YT.D
Returns l% pa) 1 Year

3 Years

5 Years

7 Years

I§Years Std Bev

5 Years Std Dev

Sharpe Ratio 3 Years

. 5 Years

09/30/2007

The large cap segment of the U.S.

equities market, covering

approximately 75% of the U.S. equities

market.

Risk .pa)

IIIIU

-ajax%.
2.03%
9.13%

16.44%
13.14%
15.45%

150%
7.52%
9.70%
0.3293

8-4524

!..$&pI00_t

I

S&P U.S. Indices

5 Year Historical Performance

2200

2500

1900

1500

1300 -...I
111

1000

Sep-02

$&p5(lg

Mar-U3

. 11

1

Sep-03

I »

Mar-04

.
I

Sector

Weight

32.62%

27.36%

.513594
10.90%

-». 8.70%
s.se%

S&P 900

Sep-04

S&P MidCap490

I

Mar-D5

|

Investable

W eight

Factor

_ 1._00.
1.00

Sep-D5

I

Mar-05

I

S&P 1000

S&P SmallCap 600

Sep.06

I
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Mar-U7

I I

Sep-07

Country

USA

USA

USA

U84
USA

I s A.
USA

lirA -
USA

USA

Index

Weight

3.81%

.3.15%

• 1.9219 u -u

1.15%....
..72%

._.-1156%.m.

1 _so% l in:

1.50%

1.48%

1.41%

17.13%
9.25%

12_67%
12.13%

1.00

0.85

1.00

1.00

1.00

1.00

1.00

1.00

Company

Ecxon Mobil Corp.

General Electric

AT&T Inc.

Microsoft Corp.

Citigroup Inc.

Bank of America Corp.

Procter8¢ Gamble

Cisco Systems

Chevron Corp._

Johnson 8¢ Johnson

Float Adiu steel

Market Cap

(S Million]

513,382.0

424,191.7

258,047.5

237,533.7

_.._.2a2*45z..4._. I--¢_*
...°. _ .223,o55.g "..

219,513.5

201,569.1

199,485.4

190,159.2

anus" Sector

.. EnergX_....____ .-

Industrials

Telecommunication Services

InformationTechnology

Financials

Financials

Consumer Staples

InformationTechnology

Energy___..

Health Care

.»

Sector Breakdown

Telecom Svc

3.75%

Utilities

3.44%

Cons Disc

8.23%

Tickers

S&P 500

Bloomberg

Reuters

SPX

.SPX

Portfolio Characteristics

Number of Companies _

Adjusted Market Cap (S Billion)

Company Size (Adjusted S Billion):

500
13,459.72

Materials

313°/,,
Cons Staples

9.52%

Info Tech

75.189611
s Energy

l11.58%

Average

Largest

Smallest

Median
¢

a
lndustriais

11 .51 %

% Weight Largest Company

Top 10 Holdings (% Market Cap Share)

25.94
513.35

133
13.14

3.81%
20.04%

>.,
\ Financials

19.82%3

Health Care

11.64%

i

1
Standard & Poor's assumes no responsibility for the accuracy or completeness of the above data and disclaims all express

I

I

or implied warranties in connection therewith.

. |
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STANDARD & POOR'S RATINGSDIRECT
REPORT ON SUUTHWEST GAS COMPANY

DATED APRIL 24, 2008
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Major Rating Factors
Strengths:

A low-risk natural gas distribution business;

A favorable customer mix and high growth service territories;

Purchased-gas adjustment (PGA) mechanisms that eliminate a majority of

the company's exposure to commodity prices; and

Strong cash flow measures and declining debt leverage.

Southwest Gas Corp.

•

•

Weaknesses:
Absence of weather normalization and decoupling rate structures, which expose the company's earnings and cash

flow to conservation and weather-related sales variations;

Elevated projected capital expenditures of about $290 million per year;

Moderate exposure to the effects of natural gas price volatility on PGA receivable balances and potential liquidity

requirements; and

Long-term capital or contracting requirements with regard to natural gas storage capability for the company's

Arizona and Southern Nevada service areas.

•

•

BBB~/Positive/~

Exhibit DCP-16
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Rationale
The ratings on Las Vegas, Nev.-based Southwest Gas Corp. reflect its strong business risk profile and aggressive

financial risk profile. The ratings are based on die consolidated credit profile of its natural gas operations segment

(87% of operating income in 2007) and its construction services business, Northern Pipeline Construction Co.

(NPL; 13%).

Southwest Gas' strong business risk profile reflects a large, stable, residential, and commercial customer base of

about 1.8 million customers, strong customer growth prospects in Arizona (54% of customers), Nevada (36%), and

California (10%), the absence of competition, and relatively low operating risks. Challenges associated with

improving its regulatory cost-recovery mechanisms, ownership of a small, unregulated construction and

maintenance business, gradual reductions in total gas volumes, and limited geographic service territory temper the

company's strong business profiles

The Arizona Corporation Commission (ACC), the Public Utilities Commission of Nevada, and the California Public

Utilities Commission each regulate Southwest Gas. Each regulatory commission provides the company with various

co.st-recovery mechanisms. However, we view the ACC regulatory oversight as less supportive of credit than other

jurisdictions due to its limitations on purchased-gas cost recoveries and rate design that is solely based on gas

throughput. This type of rate design exposes the company to reduced cash flows as volumes decline related to

conservation. Decoupling, an alternate rate design, separates the utility's margins and cash flow from commodity

sales and encourages conservation. These mechanisms are currently under consideration as part of the company's

most recent rate case.

gr
Slowing customer growth, reduced total throughput, and improved rate design are among the reasons for Southwest

Standard 841 Poor's RatingsDirect | April 24, 2008

Standard a Poor's, An rights reserved. No reprint of dissemination without S&p?s uermissiun.See Terms Rf Ile:/Nierlaimu ... ~l... 1... - . - .

2
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Gas' recent rate filings. While Southwest Gas' annual customer growth averaged more than 4% over the past five

years, the company expects future growth to be only 1.5 % to 3% due to the depressed real estate market conditions.

Despite strong historical customer growth statistics, annual total consumption has nevertheless dropped 1% per

year, on average, since 2003, due to conservation efforts, making rate design a key credit driver for the company.

Southwest Gas'.nonregu1ated subsidiary, NPL, is not currently a significant rating factor because most of its

contracts shield Southwest Gas from the majority of costs. In addition, about 20% of NPL's revenues are derived

from Southwest Gas' gas operations .

Southwest Gas has an aggressive financial risk profile, with bondholder protection measures that are currently

strong for the rating, which supports the positive outlook. We expect near-term performance to remain strong for

the rating with additional improvements from customer growth and regulatory rate increases. As of Dec..31, 2007,

total debt, including operating leases and tax-affected pensions and post-retirement obligations, was about $1.5

billion with debt to capital of aknost 60%. Benefitting from customer growth and regulatory rate increases, cash

How metrics have improved over the past few years, with 2007 adjusted funds from operations (FFO) to total debt

of 20% and FPO interest coverage of about ex, compared with 14% and 3.4x, respectively, in 2005.

Liquidity
Southwest Gas maintains adequate liquidity. As of Dec. 31, 2007, the company had $32 million in cash and $291

million available under ice $300 million credit facility, which matures in April 2012. Natural gas purchases and

capital outlays related to growth in the service territory are the primary uses of liquidity. Natural gas sales are

seasonal, with peak usage in the winter months. Natural gas prices and wearer patterns primarily determine

liquidity needs.

Southwest Gas Corp.

Exhibit DCP-16
Page 3 of 8

Given the low-risk nature of Southwest Gas' regulated utility operations and healthy service territory, the company

should generate reasonably stable cash flow. The company reported cash from operations of almost $350 million for

2007, which will not fully cover annual dividends (about $36 million), annual capital expenditures (about $300

million forecast for 2008 and about $550 forecast for 2009-2010 combined), and near-term debt maturities ($38

million due in 2008 and $10 million in 2009). To bridge the funding gap, the company expects to raise $70 million

to $80 million through stock offerings, borrow under its revolving credit facility, or through other external means.

Outlook
The outlook on Southwest Gas is positive. The positive outlook reflects Standard 812 Poor's Ratings Services'

expectation that the company's improved financial performance could lead to a higher rating over the near term. We

could revise the outlook to stable if financial performance deteriorates from current levels as a result of unfavorable

regulatory actions, an increase in leverage, or material reductions in customer usage (either due to weather or

efficiency) without adequate regulatory protections.

Accounting 4

Standard 86 Poor's adjusts Soudlwest Gas' financial statements for operating leases and pension and post~retirement

obligations. The adjustment includes adding a debt equivalent, interest expense, and depreciation to the company's

reported financial statements. As a result, debt equivalents of $24 million are added for operating leases and $90

million for pension and post-retirement obligations.

www.standardandpoors.com/ratingsdirect
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Due to the distortions in leverage and cash flow metrics caused by the substantial seasonal working-capital

requirements of gas utilities, Standard ac Poor's adjusts inventory and debt balances by netting the value of

inventory against the outstanding commercial paper for regulated subsidiaries. This adjustment provides a more

accurate view of the company's financial performance by reducing seasonality, where there is a very high likelihood

of recovery. As inventories are depleted and accounts receivable are monetized, with support from commodity

pass-through mechanisms, diesel funds reduce the utility's short-term borrowings.

Standard SL Poor's views Southwest Gas' $100 million of trust-preferred securities as having "intermediate equity

content" . Under our hybrid criteria, we calculate the company's financial ratios with 50% of the outstanding

balance attributed to debt and 50% to equity. Similarly, we treat 50% of the associated distributions as dividends

and 50% as interest.

Southwest Cos prepares its financial statements using SFAS No. 71, "Accounting for Effects of Certain Types of

Regulation. " Consequently, Southwest Gas recorded certain regulatory assets and liabilities as of Dec. 31, 2007, of

$218 million and $226 miiiion, respectively. Net regulatory assets represent less than 1% of total capitalization.

Table 1

Industry Sector: Gas

(Mi\_ S)

Revenues

Net income from cont, aper.

Funds from operations (FFO)

Capital expenditures

Cash and investments

Debt

Preferred stock

Equity

Debt and equity

Rating as of April 17, 2008

Adjusted ratios

EBIT interest coverage (x)

FFO ilL coy. ix)

FFo/debt (%)

Discretionary cash flow/debt i%)

Net cash flow/sapex We)

Debt,/total capital l%)

Return on common equity (%)

Common dividend payout ratio
(in-adj.) i%)

Standard 84; Poor's RatingsDirect | April 24, 2008

Standard & Purr's. All rights reserved. No reprint or dissemination without S&P'!s permission See Terms of Use/Disdaimer on the last page.

Ratios before adjustments forpostretirementobligations
Open income/sales (bet. D&A) (%) 18.8

Southwest Gas Corp.

BB8-/Positive/--

1,953.7
70.3

258.0
327.2
25.B

1,490.6
50.0

910.5
2,401.1

2.2
3.7

17.2
(4.3)
56.8
52.1
a.2

47.9

NiSource Inc.

BBB-/Stable/-

--Average of past three fiscal years--

7,775.3
303.0
8873
597.9
45.2

7,705.8
27.0

4,943.5
12,652.4

2.1
2.B

11.3
(0.11
88.2
50.9
5.B

B2.9

19.8

CounterPoint Energy Resources
Corp.

BBB/Positive/A-2

7,797.3

229.0

524.7

554.0

12.3

2,585.9

2,948.7
5,534.5

2.9
3.5

19.5
(14.4)
75.3
47.7
7.9

43.7

0.0

9.5

Southwest Gas Corp.

At nos Energy Corp.

BBB/Positive/A-2

Exhibit DCP~16
Page 4 of 8

5,670.9
150.7
411.5
411.1
97.8

2,539.1
0.0

1,874.3
4,313.4

2.7
3.5

15.5
(3.9)
74.7
81.2
9.3

69.2

10.4

4
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Table 1

Table 2

EBIT interest coverage (x)

FFO/debt (%l

Debi/EBITDA lx)

Debt/total capital (%)

*Fully adjusted (including pus retirement obligations\.

industry Sector: Gas

2087

BBB-/Positive/-

2,152.1

83.2

290.5

344.7

32.0

1 _475.4

50.0

1 ,033.7

2,510.1

2.2

17,9

3.B

60.0

--Fiscal year ended Dec. 31-

2006 2005 . 2004

BBB-/Stable/-- BBB-/Stable/- BBB-/Stable/~

2,024.8
83.9
260.0
343.0
18.8

1,488.1
50.0

951.4
2,439.6

2.1

11.4

4.8

59.1

1.714.3

43.8

217.4

294.1

29.5

1,507.3

50.0

748.4

1,477.1

56,8

252.0

301 .9

13.5

1,453.9

50.0

584.6

2003

BBB-/Stable/--

2.9

19.9

3.5

47.0

Southwest Gas Corp.

Exhibit DCP-16
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2.5

16.B

4.3

59.2

2,253.7 2,138.5

1,231.0
38.5
228.5
239.8
17.2

1,325.1
50.0
819.3

1,944.4

Rating history

(Mi l . S)

Revenues

Net income from continuing operations

Funds from operations (FFOi

Capital expenditures

Cash and investments

Debt

Preferred stuck

Equirv

Debt and equity

Adjusted ratios

EBiT interest coverage (xi

FFO inf, coy. (xi

FFo/debt i%l

Discretionary cash flow/debt i%)

Net cash flow/capex (%)

Debt/debt and equity (%i

Recur on common equity i%)

Common dividend payout ratio (in-adj.) (%)

2.5
4.0
19.7
(1.4)
72.7
58.8
8.7
43.6

2.4

3.7

w. s

(58)

84.3

51.0

9.8

39.9

y a

3.4

14.4

(5.4)

82.0

66.9

5.7

71 .3

2.0

3.9

17.3

(11_9)

72.7

68.0

8.4

50.8

1 .7
3.B

17.2

(4.0)
82.1
68.2
5.9
71 .g

Ratios before adjustments for postretirement obligations

Oper. income/revenues (bet. D&A) (%) 19.0

EBIT interest coverage (x\ 2.4

FFo/debt (%) 20.3

Debt/EBITDA (xi 3.4

Debt/debt and equity (%) 57.3

'Fully adjusted (including postretirement obliga1i0ns).

18.9

2.4

18.2

3.5

59.3

18.2

1.8

15.2

4.5

53.7

21.9

2.1

18.2

4.3

B4.5

22.8

1.7

17.8

4.5

55.0

1
l

1
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Table 3

Southwest Gas Corp. reportedamounts

Reported

Standard & Pont's adjustments

Operating 24.0
leases

Intermediate
hybrids
reported as
debt

Postretirement
benefit
obligations

Capitalized
interest

Reclassification
of nonoperating
income
(expenses

Reclassification
of
working-capital
cash flow
changes

Standard & Poor's adjusted amounts

Operating
income Cash flow Funds
(before Interest from from Dividends Capital

Debt Equity D&A) EBITDA expense operations operations paid expenditures

Adjusted 1,475.4 1,033.7 414.5 410.1 95.3 3B3.8 290.5 344.7

'Southwest Gas Corp. reported amounts shown are taken from the company's financial statements but might include adjustments made by data providers or reclassifications
made by Standard & Poor's analysts. Please note that two reported amounts (operating income before D&A and cash flow from operations) are used to derive more than one
Standard Br Poor's~adjusted amount (operating income before D&A and EBITDA, and cash flow from operations and funds from operations, respectively). Consequently, the
first section in some tables may feature duplicate descriptions and amounts.

S t a n d a r d  a c  P o o r ' s RatingsDirect |  Apri l  24,  2008
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Southwest Gas Corp.

Corporate Credit Rating

Preferred Stock

LocalCurrency

Senior Unsecured

Local Currency

CorporateCreditRatingsHistory

13-Ma/-2007

Total
adjustments

a m s ea1=I

1,413.1
Debt

(50.0)

89.2

533

4 . .
l  * s I H

Shareholders'
equity

I. ..
.I

983.7 403.1 403.1

5 0 . 0

50.0

Operating Operating
income income
(before (before
D8¢A) D&Al

1 1 . 5

8.2

5.4

-Fiscal year ended Dec. 31, 2007-

1.6

5.4

7.0

Operating
income
(after
D&A)

E B I T

220.8

234.2

13.5

5.4

1 . 6

8 .6

Cash flow Cash flow
Interest from from Dividends Capital
expense operators operations paid expenditures

95.2 347.8 347.8 340.9

I sa)

(0.9)

1 . 5

1 .3

Baa-/positive/--

BB

BBB-

BBB-/Positive/~

us e

1 5 . 0

4.5

3.3

8 .9

(73.2)

15721

pal

4.5

3.9

8.9

S o u t h w e s t  G a s  C o r p .

35.3

40.1

3.9

3.9

Exhibit DCP~16
Page 6 of8

u s )

5.1

3.8

6



I

Exhibit DCP-16
Page 7 of 8

Southwest Gas Corp.

11-Aug-2003
01-Feb-2001

Financial Risk Profile

BBB-/stable/»

BBB-/Negative/--

Aggressive

Debt Maturities

As of Dec. 31, 2007:
20082 $38.1 mil.
2009: $10.4 mil.
2010: $5.4 mil.
zm1 : $202.6 mil.
2012: $350.1 mil.
Thereafter. $897.0 mil.

'Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable acrosscountries. Standard
& Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country.

standardandpuumcom/ratingsdirect

Standard & Pn0r°s. All rights reserved Nu reprint of dissemination without S&p'Is permission. See Terms of Use/Disdaimer on the last page.
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION

DOCKET no. G-01551A-07-0504

My Surrebuttal Testimony responds to the Rebuttal Testimony of Southwest Gas
Corporation ("SWG") witness Mashes and SWEEP witness Schlegel with respect to my Direct
Testimony on Line Extension and Hook-up Fees and Demand Side Management ("DSM")
expenditures.

My recommendations that SWG file an explanation, with sample calculations, of how it
is implementing its Line Extension tariff provisions and explain the changes made to the ICE
over the last 10 years has not changed based upon the testimony of SWG witness Mashas.

With respect to DSM funding levels, I recommend that the Commission increase the
approved funding levels for cost-effective programs to a much more modest level than proposed
by SWEEP witness Schlegel.

l 1
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Surrebuttal Testimony of Phillip S. Teumim

Docket No. G-01551A-07-0504

Page 1

1 INTRODUCTION

2 Q. Please state your name and business affiliation.

3 A. My name is Phi l l ip S. Teumim. I am a principal  in the firm Phil l ip S. Teumim LLC, 37

4

5

Ruston Road, Delmar NY 12054, a management and regulatory consulting firm providing

I  a m appearing on behalf of the Arizona

6

consu l t ing  serv ices  on u t i l i ty  matters .

Corporation Commission ("ACC" or "Commission") Utilities Division ("Staff').

7

8 Q~ Have you testified previously in this proceeding?

9 Yes, Shave previously submitted Direct Testimony.

10

11 Q- What is the purpose of your Surrebuttal Testimony?

12

13

14

15

I  M11  respond to cer ta in points  ra i s ed  by  Sou thwes t  Gas  Corpora t ion ("SWG" or

"Company") Witness  Mashas and SWEEP Witness  Shlegel  wi th respect to my Direct

Testimony regarding Line Extension and Hook-up fees and Demand Side Management

("DSM") expenditures, respectively.

16

17 LINE EXTENSION FEES

18 Q-

19

20

What was Company Witness Mashas' response to your testimony regarding the

Conlpany's Tariff Rule No. 6 which governs the Company's Line Extensionpolicies

and procedures?

21

22

23

24

25

Mr. Mashes took issue with my recommendation that in its next rate case, SWG tile "

an explanation, with sample calculations, of how it has been implementing those [l ine

extension] tariff provisions, and explain whether and to what extent it has made changes in

the methodology and i ts  appl i ca t ion over the 10  years  the tar i f f  has  been in place."

[Teumim PFT, pp. 7-9]

I !

A.

A.

A.
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Surrebuttal Testimony of Phillip S. Teumim
Docket No. G-01551A-07-0504
Page 2

1 Q. Company Witness Mashas states that his Rebuttal Testimony addresses those issues

and therefore there is no need for the Company to file such testimony in its next rate

proceeding. [Mashes Rebuttal p. 24 - 25] Do you agree

4 A No, I do not. Based on the information Mr. Mashes provided, I think it is even more

important. He stated that while it has been nearly 10 years since the Company filed with

the Commission to modify the Rule 6 portion of its tariff; the Incremental Contribution

Model ("ICE") utilized by the Company to ensure new customer additions are cost

justified has been modified on numerous occasions. [Id, pp. 18 - 19] From his testimony

those changes appear to be quite significant

13

14

He also points out that the Company fonnalized the policies and procedures for the ICE

recently, as shown in his Exhibits RAM-4 and RAM-5. Those exhibits demonstrate

clearly that this was a large undertaking by the Company which has not, to my knowledge,

been examined in detail by Staff or the Commission.

15

16

17

18

19

20

While it was helpful for witness Mashas to briefly summarize the ICE and its

modifications in testimony, his testimony does nothing to allay my concerns. What I am

recommending is that the Company explain the modifications and demonstrate that their

application produces fair and reasonable results consistent with current Commission

policies.

21

22

23

24

25

Further, many of the topics and issues considered and the decisions made by the Company

are key issues in the Hook-up Fee proceeding. Therefore, I think it emphasizes the

importance of my recommendation, and points out the further need for the Company to

demonstrate how its policies and procedures ultimately comport with the results of the

I >

I *
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Surrebuttal Testimony of Phillip S. Teumim
Docket No. G-01551A-07-0504
Page 3

Hook-up Fee proceeding. The Hook-up Fee Docket findings should be available at the

time of the next rate filing

4 Q- Company witness Mashas offered to get together with Staff to explain how the model

works with real examples of actual projects. Do you believe this would be useful?

6 A Yes, I am informed by Staff that it would be helpful. And the Company's participation

and provision of this infonnation in the current Hook-up Fee Docket has been helpful

But this does not change my recommendation with respect to the Company's providing

additional information in its next rate case, for reviewing by the Commission, Staff and

Interveners. The Hook-up Fee Docket should have concluded before the Company's next

rate case so the Company should be able to demonstrate consistency with the results of

that Docket as well

14 DSM EXPENDITURES

15 Q SWEEP Witness Schlegel proposes that the Company increase its annual DSM

available funding level to at least $12 million, to expand existing DSM programs and

to develop new programs. Do you agree with Mr. Schlegel's recommendation?

16

17

18

19

20

21

22

23

24

i

25

26

NG. That number was derived based on the percent of total revenues and expenditures per

customer as applied by Questar. Mr. Schlegel than compared that number to the approved

funding level of $4.4 million for SWG, which is expected to be reached in 2009. [Shlegel

PFT, p. 3] I do not believe that a comparison with Quester is sufficient basis for malting

changes. Second, as noted in my Direct Testimony, most of SWG's DSM programs are

in the startup phase, wide full implementation expected in 2008 and with an evaluation

expected to be performed at the end of the 2008 program year. I also noted that the 2008

program year budget was approximately SO million, and that it would be premature to

evaluate the relative success of the programs at this time. Further, I recommended that the

I i
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Sunebuttal Testimony of Phillip S. Teumim
Docket No. G-01551A-07-0504
Page 4

1

2

Company track and report estimated and actual hard dollar cost-benefit analyses and

payback periods. [Teumim PFT, p. 12]

3

4

5

6

7

8

9

10

11

With respect to future levels, I recommend that the Commission increase the approved

funding level for cost-effective programs above $4.4 million for 2010 and beyond, but at a

more modest level than that proposed by Mr. Schlegel. Looking out for an additional

three years, a reasonable approach would be to allow for increased funding of $1 million

per year for die years 2010 through 2012. This would set the approved level for those

years at $5.4 million, $6.4 million and $7.4 million respectively. This approach will allow

for continuing analysis of the existing programs, modifications if necessary, and

reasonable development of new programs.

12

13

14

Q- Does that conclude your Surrebuttal Testimony?

Yes, it does.

I

l

I
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION

DOCKET no. G-01551A-07-0504

My Surrebuttal Testimony responds to the Rebuttal Testimony of Southwest Gas
Corporation ("SWG") witness Mashas and SWEEP witness Schlegel wide respect to my Direct
Testimony on Line Extension and Hook-up Fees and Demand Side Management ("DSM")
expenditures.

My recommendations that SWG file an explanation, with sample calculations, of how it
is implementing its Line Extension tariff provisions and explain Me changes made to the ICE
over the last 10 years has not changed based upon the testimony of SWG witness Mashes.

With respect to DSM funding levels, I recommend that the Commission increase the
approved funding levels for cost-effective programs to a much more modest level than proposed
by SWEEP witness Schlegel.
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Surrebuttal Testimony of Phillip S. Teumim
Docket No. G-01551A-07-0504
Page 1

1 INTRODUCTION

2 Q- Please state your name and business affiliation.

3

4

5

6

My name is Phillip S. Teumim. I am a principal in the firm Phillip S. Teumim LLC, 37

Ruston Road, Delmar NY 12054, a management and regulatory consulting firm providing

consulting services on utility matters. I am appearing on behalf of the Arizona

Corporation Commission ("ACC" or "Commission") Utilities Division ("StafF').

7

8 Q. Have you testified previously in this proceeding?

9 Yes, Shave previously submitted Direct Testimony.

10

11 Q. What is the purpose of your Surrebuttal Testimony?

12

13

14

15

I will respond to certain points raised by Southwest Gas Corporation ("SWG" or

"Company") Witness Mashes and SWEEP Witness Shlegel with respect to my Direct

Testimony regarding Line Extension and Hook-up fees and Demand Side Management

("DSM") expenditures, respectively.

16

17 LINE EXTENSION FEES

18 Q~

19

20

What was Company Witness Mashes' response to your testimony regarding the

Conlpany's Tariff Rule No. 6 which governs the Company's Line Extension policies

and procedures?

21

22

23

24

25

Mr. Mashas took issue with my recommendation that in its next rate case, SWG file "

an explanation, with sample calculations, of how it has been implementing those [line

extension] tariff provisions, and explain whether and to what extent it has made changes in

the methodology and its application over the 10 years the tariff has been in place."

[Teurnim PFT, pp. 7-9]
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Surrebuttal Testimony of Phillip S. Teumim
Docket No. G-01551A-07-0504
Page 2

1 Q-

2

3

Company Witness Mashas states that his Rebuttal Testimony addresses those issues

and therefore there is no need for the Company to file such testimony in its next rate

proceeding. [Mashas Rebuttal p. 24 - 25] Do you agree?

4

5

6

7

8

9

No, I do not. Based on the information Mr. Mashes provided, I think it is even more

important. He stated that while it has been nearly 10 years since the Company filed with

the Commission to modify the Rule 6 portion of its tariff, the Incremental Contribution

Model ("ICE") utilized by the Company to ensure new customer additions are cost

justified has been modified on numerous occasions. [Id, pp. 18 ... 19] From his testimony,

those changes appear to be quite significant.

10

11

12

13

14

He also points out that the Company formalized the policies and procedures for the ICE

recently, as shown in his Exhibits RAM-4 and RAM-5. Those exhibits demonstrate

clearly that this was a large undertaking by the Company which has not, to my knowledge,

been examined in detail by Staff or the Commission.

15

16

17

18

19

20

While it was helpful for witness Mashas to briefly summarize the ICE and its

modifications in testimony, his testimony does nothing to allay my concerns. What I am

recommending is that the Company explain the modifications and demonstrate that their

application produces fair and reasonable results consistent with current Commission

policies.

21

22

23

24

25

Further, many of the topics and issues considered and the decisions made by the Company

are key issues in the Hook-up Fee proceeding. Therefore, I think it emphasizes the

importance of my recommendation, and points out the her need for the Company to

demonstrate how its policies and procedures ultimately comport with the results of the

l

A.

1 1

l
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1

2

Hook-up Fee proceeding. The Hook-up Fee Docket findings should be available at the

time of the next rate filing.

3

4 Q- Company witness Mashes offered to get together with Staff to explain how the model

works with real examples of actual projects. Do you believe this would be useful?5

6

7

8

9

10

11

Yes, I am informed by Staff that it would be helpful. And the Company's participation

and provision of this information in the current Hook-up Fee Docket has been helpful.

But this does not change my recommendation with respect to the Company's providing

additional information in its next rate case, for reviewing by the Commission, Staff and

Interveners. The Hook-up Fee Docket should have concluded before the Company's next

rate case so the Company should be able to demonstrate consistency with the results of

that Docket as well.12

13

14 DSM EXPENDITURES

15

16

Q- SWEEP Witness Schlegel proposes that the Company increase its annual DSM

available funding level to at least $12 million, to expand existing DSM programs and

to develop new programs. Do you agree with Mr. Schlegel's recommendation?17

18

19

20

21

22

23

24

25

26

No. That number was derived based on the percent of total revenues and expenditures per

customer as applied by Quester. Mr. Schlegel than compared that number to the approved

funding level of $4.4 million for SWG, which is expected to be reached in 2009. [Shlegel

PFT, p. 3] I do not believe that a comparison with Quester is sufficient basis for malting

changes. Second, as I noted in my Direct Testimony, most of SWG's DSM programs are

in the startup phase, with full implementation expected in 2008 and with an evaluation

expected to be performed at the end of the 2008 program year. I also noted that the 2008

program year budget was approximately $3 million, and that it would be premature to

evaluate the relative success of the programs at this time. Further, I recommended that the

A.

A.

I
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1

2

Company track and report estimated and actual hard dollar cost-benefit analyses and

payback periods. [Teumim PFT, p. 12]

3

4

5

6

7

8

9

10

11

With respect to future levels, I recommend that the Commission increase the approved

funding level for cost-effective programs above $4.4 million for 2010 and beyond, but at a

more modest level than that proposed by Mr. Schlegel. Looking out for an additional

three years, a reasonable approach would be to allow for increased funding of $1 million

per year for the years 2010 through 2012. This would set the approved level for those

years at $5.4 million, $6.4 million and $7.4 million respectively. This approach will allow

for continuing analysis of the existing programs, modifications if necessary, and

reasonable development of new programs.

12

13 Q- Does that conclude your Surrebuttal Testimony?

14 Yes, it does.A.

f

i
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPOR.ATION

DOCKET no. G-01551A_-7-0504

My Surrebuttal Testimony responds to the Rebuttal Testimony of Southwest Gas
Corporation ("SWG") witness Mashas and SWEEP witness Schlegel with respect to my Direct
Testimony on Line Extension and Hook-up Fees and Demand Side Management ("DSM")
expenditures.

My recommendations that SWG file an explanation, with sample calculations, of how it
is implementing its Line Extension tariff provisions and explain the changes made to the ICE
over the last 10 years has not changed based upon the testimony of SWG witness Mashes.

With respect to DSM funding levels, I recommend that the Commission increase the
approved funding levels for cost-effective programs to a much more modest level than proposed
by SWEEP witness Schlegel.

l.
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Surrebuttal Testimony of Phillip S. Teumim
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1 INTRODUCTION

2 Q, Please state your name and business affiliation.

3 A.

4

5

6

My name is Phillip S. Teumim. I am a principal in the firm Phillip S. Teumirn LLC, 37

Ruston Road, Delmar NY 12054, a management and regulatory consulting Finn providing

consulting services on utility matters. I am appearing on behalf of the Arizona

Corporation Commission ("ACC" or "Commission") Utilities Division ("Staff').

7

8 Q- Have you testified previously in this proceeding?

9 Yes, Shave previously submitted Direct Testimony.

10

11 Q- What is the purpose of your Surrebuttal Testimony?

12

13

14

15

I will respond to certain points raised by Southwest Gas Corporation ("SWG" or

"Company") Witness Mashas and SWEEP Witness Shlegel with respect to my Direct

Testimony regarding Line Extension and Hook-up fees and Demand Side Management

("DSM") expenditures, respectively.

16

17 LINE EXTENSION FEES

18 Q-

19

20

What was Company Witness Mashes' response to your testimony regarding the

Company's Tariff Rule No. 6 which governs the C0n1pany's Line Extension policies

and procedures?

21

22

23

24

25

Mr. Mashes took issue with my recommendation that in its next rate case, SWG file "

an explanation, with sample calculations, of how it has been implementing those [line

extension] tariff provisions, and explain whether and to what extent it has made changes in

the methodology and its application over the 10 years the tariff has been in place."

[Teuniim PPT, pp. 7-9]

I

A.

A.

A.
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1 Q-

2

3

Company Witness Mashas states that his Rebuttal Testimony addresses those issues

and therefore there is no need for the Company to file such testimony in its next rate

proceeding. [Mashes Rebuttal p. 24 - 25] Do you agree?

4

5

6 the Commission to modify the Rule 6 portion of its tariff, the Incremental

7

8

9

No, I do not. Based on the information Mr. Mashas provided, I think it is even more

important. He stated that while it has been nearly 10 years since the Company filed with

Contribution

Model ("ICE") utilized by the Company to ensure new customer additions are cost

justified has been modified on numerous occasions. [Id, pp. 18 - 19] From his testimony,

those changes appear to be quite significant.

10

11

12

13

14

He also points out that the Company formalized the policies and procedures for the ICE

recently, as shown in his Exhibits RAM-4 and RAM-5. Those exhibits demonstrate

clearly that this was a large undertaking by the Company which has not, to my knowledge,

been examined in detail by Staff or the Commission.

15

16

17

18

19

20

While it was helpful for witness Mashas to briefly summarize the ICE and its

modifications in testimony, his testimony does nothing to allay my concerns. What I am

recommending is that the Company explain the modifications and demonstrate that their

application produces fair and reasonable results consistent with current Commission

policies.

21

22

23

24

25

Further, many of the topics and issues considered and the decisions made by the Company

are key issues in the Hook-up Fee proceeding. Therefore, I think it emphasizes the

importance of my recommendation, and points out the further need for the Company to

demonstrate how its policies and procedures ultimately comport with the results of the

i R

A.

1 \
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1

2

Hook-up Fee proceeding. The Hook-up Fee Docket findings should be available at the

time of the next rate filing.

3

4 Q- Company witness Mashes offered to get together with Staff to explain how the model

works with real examples of actual projects. Do you believe this would be useful?5

6

7

8

9

10

11

12

Yes, I am informed by Staff that it would be helpful. And the Company's participation

and provision of this information in the current Hook-up Fee Docket has been helpful.

But this does not change my recommendation with respect to the Company's providing

additional information in its next rate case, for reviewing by the Commission, Staff and

Interveners. The Hook-up Fee Docket should have concluded before the Company's next

rate case so the Company should be able to demonstrate consistency with the results of

that Docket as well.

13

14 DSM EXPENDITURES

15

16

Q- SWEEP Witness Schlegel proposes that the Company increase its annual DSM

available funding level to at least $12 million, to expand existing DSM programs and

to develop new programs. Do you agree with Mr. Schlegel's recommendation?17

18

19

20

21

22

23

24

25

26

No. That number was derived based on the percent of total revenues and expenditures per

customer as applied by Quester. Mr. Schlegel than compared that number to the approved

funding level of $4.4 million for SWG, which is expected to be reached in 2009. [Shlegel

PFT, p. 3] I do not believe that a comparison with Quester is sufficient basis for rnaldng

changes. Second, as I noted in my Direct Testimony, most of SWG's DSM programs are

in the startup phase, with full implementation expected in 2008 and with an evaluation

expected to be performed at the end of the 2008 program year. I also noted that the 2008

program year budget was approximately $3 million, and that it would be premature to

evaluate the relative success of the programs at this time. Further, I recommended that the

A.

A.

u
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1

2

Company track and report estimated and actual hard dollar cost-benefit analyses and

payback periods. [Teumim PFT, p. la]

3

4

5

6

7

8

9

10

11

With respect to future levels, I recommend that the Commission increase the approved

funding level for cost-effective programs above $4.4 million for 2010 and beyond, but at a

more modest level than that proposed by Mr. Schlegel. Looking out for an additional

tree years, a reasonable approach would be to allow for increased funding of $1 million

per year for the years 2010 through 2012. This would set the approved level for those

years at $5.4 million, $6.4 million and $7.4 million respectively. This approach will allow

for continuing analysis of the existing programs, modifications if necessary, and

reasonable development of new programs.

12

13

14

Q- Does that conclude your Surrebuttal Testimony?

Yes, it does.A.

1
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313-024
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504 EXHIBIT

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

5;/9

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551 A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-24:

Stock-based compensation. Refer to Ms. Hobbs' rebuttal testimony at pages 4-5.
(a) Please identify the stock-based compensation in the test year separated
between (1) MIP and (2) non-MIP. (b) Please explain how the MIP measures
affect the payout and cost of the non-MIP stock-based compensation programs.
(c) Please document specifically how the MIP targets have affected the expense
for non-MIP stock based compensation that SWG included in test year expense.

Respondent: Human Resources

Response:

a. As provided in response to data request no. RUC0-1-10 -- updated March 25,
2008 -- the stock option expense (non-MIP) for the test year was $1,507,520
Total MIP was $5,919,502, of which $2,325,086 was cash-based and $3,587,416
was stock-based.

b. and c. MIP measures do not impact the layouts under the stock option expense
program.

um u l



DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

Employee Benefits.

a

Respondent: Human Resources

Request No. STF-1-49:

Response:

List and describe all retirement and incentive programs available to
Company officers and employees and to affiliate officers and employees
whose cost is charged to SWG.

d

f

e

C

g

a

b

List and describe all retirement and incentive programs available to
Company officers and employees and to affiliate officers and employees
whose cost is charged to SWG.

Provide the incentive compensation program financial performance goals
for 2005, 2006 and 2007.

State the cost by program, of each retirement program directly charged or
allocated.

Specifically identify the cost of any SERP or similar programs directly
charged or allocated.

For each incentive compensation program goal, for each year, show the
actual results and how it compared with the target.

Provide the incentive compensation program in effect in each year, 2005,
2006 and 2007.

Show in detail how any special recognition awards recorded in the test
year were determined.

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. Acc-sTF-1

(ACC-STF-1 -1 THROUGH ACC-STF-1 -99)

SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE

DOCKET no. G-01551A-07-0504

G-01551A_07_0504
ARIZONA CORPORATION COMMISSION
NOVEMBER 9, 2007

(Continued on Page 2)

* * *

241-049

3-2o

EXHIBIT



241-049
Page 2

Response to STF-1-49: (continued)

Basic Retirement Plan
All employees, including executives, participate in the Company's non-contributory,
defined benefit retirement plan (BRP). Benefits are based on an employee's years
of service, up to a maximum of 52.5% of the 12-month average of the employee's
highest five consecutive years' salaries, excluding bonuses, within the final 10
years of service. The maximum benefit is reached after 30 years of service, the
employee must be at least 55 years old to participate in the plan, and some
reductions may apply depending on the age and years of service at the time of
retirement. In order for contributions to the BRP to be deductible for federal
income taxes, for 2007, the maximum annual  compensation that can be
considered in determining benefits under the basic plan is $225,000. For future
years, the maximum annual compensation will be adjusted to reflect changes in the
cost of living as established by the internal Revenue Service.

Supplemental Employee Retirement Plan (SERP)
Executives also participate in the Company's supplemental retirement plan.
Benefits from the plan, when added to the benefits received under the BRP, will
equal 60% of annual compensation for senior executives and 50% of annual
compensation for all others. Annual compensation is defined as the 12-month
average of the highest 36 months of salary. Those who were officers prior to 1991,
may retire once they reach age 55 with a minimum of 10 years of service, however,
some reductions may apply. All other officers must be at least 55 with 20 or more
years of service to receive retirement benefits, and some reductions may apply,
depending on the age and years of service at the retirement date.

The SERP is an unqualified plan and, as such, payments are not guaranteed (i.e.,
participants are general creditors of the corporation). SERP benefits are common
in the utility industry.

Executive Deferral Plan
Under the Executive Deferral Plan (EDP), executives at the vice president level
and above (officers) may defer up to 100% of their annual compensation and 100%
of their cash incentive awards. As a part of this plan, the Company provides
matching contributions that parallel the contributions made under the Company's
401(k) plan, which is available to all employees, equal to one-half the deferred
amount up to 6% of their annual salary. Officers do not receive a Company match
under the 401(k) plan. Pre-selected layouts begin six months after the retirement
date.

(Continued on Page 3)
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Response to STF-1-49: (continued)

The EDP is an unqualified plan and, as such, participant balances are not
guaranteed. Various types of deferred compensation plans are common in the
utility industry.

Management Incentive Plan
The Management Incentive Plan (MIP) provides variable compensation to
executives for the achievement of specific goals and benchmarks important to both
the short-term and long-term success of the Company. The MIP award is at risk
each year based on performance relative to five measures. The five performance
measures used to determine the total award under the MIP are as follows:

Three absolute measures include:
- 3-year weighted return on equity
- Customer to employee ratio
- Customer satisfaction survey result

Two relative measures:
- Current return on equity versus peers
- Customer-to-employee ratio versus peers

Each measurement has a threshold, a target and a maximum, and, at target,
contributes 20 percent toward the total award for the year. An award under a
specific criteria may be given within a range from 70 percent, at threshold, to 140
percent, at maximum. Performance below the threshold results in no award under
a specific criteria. There is no incremental value for performance over the
maximum for any of the five criteria. in summary, an award can range from 0
percent to 140 percent of the stated MIP opportunity. In any year where the
corporate dividend is reduced, there is no MlP award given.

40 percent of the total award earned under the MIP is paid in cash immediately
following the financial close of the most recent calendar year. The remaining 60
percent is awarded through the issuance of performance shares, which are issued
to the executives and key management employees three years in the future. The
longer-term performance shares act as a retention tool while aligning the interests
of executives/key management employees, shareholders, and customers.

The MIP award opportunity is measured as a percentage of base salary and varies
by title, as follows:

(Continued on Page 4)
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Response to STF-1-49: (continued)

CEO
President
Executive VP
Senior VP
VP
Director/Senior Manager
(non-officers)

115%
100%
90%
75%
50%
30%

Equity Compensation
The Stock Incentive Plan (SIP), in place since 1996, made its final option award
distribution in July 2006. In May 2007, the SIP was replaced by the Restricted
Stock/Unit Plan (RSP).

The RSP is available to officers and other key management employees. The RSP
award opportunity is measured as a percentage of base salary and varies by title,
as follows:

Position
CEO
President
Executive VP
Senior VP
VP
Other Participants

% of Year-End Base Salaries
45
30
25
20
15
10

Award Range (%)
22.5 to 67.5
15.0 to 45.0
12.5 to 37.5
10.0 to 30.0

7.5 to 22.5
5.0 to 15.0

As a measurement of long-term sustained performance, the average MIP award
over the three-year period ending before the award date will be the criteria that will
be used in calculating awards for officers and key management employees under
the RSP. Awards granted pursuant to the RSP will range from 50 to 150 percent of
the target for each participant. The minimum three-year average MIP payout
percentage required to receive an award under the RSP will be 90 percent. The
dollar amount of an award received under the RSP will be converted to restricted
share units using the market price on the date such awards are approved by the
Board of Directors. The awards will vest over a three-year period with 40 percent
for the first year and 30 percent for the second and third years.

Officers also participate in all of the general employee benefit programs, including:
health care, life insurance, disability insurance, vacation, and other optional
programs.

(Continued on Page 5)
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Response to STF-1-49: (continued)

Employees Investment PIanl401(k) - The Southwest Gas Corporation
Employees' Investment Plan (EIP) is a qualified defined contribution plan that
provides a retirement savings mechanism by allowing tax-deferred contributions
and the tax-deferred growth of earnings. As a part of the plan, the Company
provides matching contributions equal to one-half the deferred amount up to 6% of
the contributing employee's annual salary. Employees control how savings are
invested by investing in any of the investment options the ElP offers. Officers of
Southwest Gas may invest in the EIP, but they are not eligible to receive a
Company match in the EIP.

Special Incentive Program - The program has been provided in each of the last
several years to reward and recognize exempt employees who make outstanding
contributions to the Company. The program is designed for exempt (salaried)
employees only who do not qualify for the Management Incentive Plan (MIP).

Awards are limited to 15% of the eligible population. To qualify, an employee has
to be recommended, in writing, by an officer. The recommendation must be based
on a significant work contribution during the prior year. (Length of service or
working long hours are not considered.) All nominations are then reviewed by the
appropriate senior officer and the CEO for final approval. Awards range from $500
to $2,500.

This program provides management with a too! with which to recognize people
who go over and above what is required in their daily job assignments and provide
value to the Company and its customers.

b Specifically identify the cost of any SERP or similar programs directly
charged or allocated.

The cost of SERP is on WP Schedule C-2, Adj. No. 3, Sheet 8, Line 11.
Column B has the total cost to Southwest, Columns C and D have the cost
directly attributable to Arizona, and Column F has the System Allocable
amount, which is allocated to Arizona with the 4-Factor.

c State the cost by program, of each retirement program directly charged
or allocated.

The cost of the BRP is on WP Schedule C-2, Adj. No. 3, Sheet 8, Line 1, the
cost for Deferred Compensation (referred to above as EDP) is on Line 12, and
the

(Continued on Page 6)



241-049
Page 6

Response to STF-1-49: (continued)

cost of the 401(k) plan (or Employee Investment Plan) is on Line 2. Column B
has the total cost to Southwest, Columns C and D have the cost directly
attributable to Arizona, and Column F has the System Allocable amount, which
is allocated to Arizona with the 4-Factor.

d Provide the incentive compensation program financial performance
goals for 2005, 2006 and 2007.

Please see the attached spreadsheet.

e For each incentive compensation program goal, for each year, show the
actual results and how it compared with the target.

Please see the attached spreadsheet.

f Provide the incentive compensation program in effect in each year, 2005,
2006 and 2007.

Copies of the Management Incentive Plan booklet are attached.

g Show in detail how any special recognition awards recorded in the test
year were determined.

Please see the paragraph on Special Incentive Program in item a. above.
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GENERAL REMARKS

This booklet has been created to explain the concepts of the Southwest Gas
Corporation Management Incentive Plan, adopted by the Board of Directors in
1993 and revised in 2000. It is intended for use by the participants involved in
Southwest Gas Corporation's Management Incentive Plan (Southwest Gas
Corporation will be hereafter referred to as "SWG" or the " Colnpany").

Every attempt has been made to ensure that the Management Incentive Plan
conforms to the latest rules and regulations of the Securities and Exchange
Commission (SEC) and Internal Revenue Service (IRS). This booklet, however,
should not be considered an official legal document. The official plan document
is available in Corporate Human Resources and may be consulted for further
information.

Plan participants should periodically check with their personal tax, accounting, or
legal counsel about changes in regulations governing incentive programs, created
through legislative actions, new or amended SEC regulations, and IRS and TaX
Code interpretations. For information about tax savings, or the ramifications of
participation in the plan, you should consult your tax professional.

This document reflects current federal income tax treatment (which may be
subject to change in the future) and does not include state or local ramifications.

PURPOSE OF THE PROGRAM

4 To focus SWG management on the achievement of specific performance
objectives important to the Company's short-term and long-term success.

4 To ensure that there is a strong link between Company performance and
financial rewards for management.

4 To foster a common interest between SWG management, customers and
shareholders.

I

4 To encourage management ownership of SWG stock.
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ELEMENTS OF THE PROGRAM A

Annual Incentive Award: The dollar amount earned by a plan participant on the
basis of SWG performance during the annual performance period. A portion of
the award is payable in cash as soon as practicable following the end of the
performance period. The remaining portion is converted into performance shares
and subject to a restriction period.

Performance Shares: A contingent right to receive shares of common stock in
SWG which are not to be distributed to the participant until and unless certain
restrictions have lapsed and/ or certain performance criteria have been satisfied.

Dividend Credits: Additional dollar amounts convertible into Performance
Shares (during the restriction period) as determined by the cumulative quarterly
dividends declared on Company common stock during the restriction period. The
plan allows the Committee the discretion to pay dividends quarterly rather than
converting the dividends into additional Performance Shares.

Note: Normally, annual incentive awards will be calculated and paid daring the ]erst quarter following the
end of the plan year.

ELIGIBILITY AND SELECTION

Positions qualifying for participation in the Management Incentive Plan will be
determined by SWG senior management and approved by the Compensation
Committee of SWG's Board of Directors, hereafter referred to as the "Committee"

Generally speaking, award potential and/ or guidelines will be determined
separately for each eligible tier of SWG management. The tiers, their composition,
and the guideline awards for each tier are subject to change from time to time.

Selection for participation in one year does not guarantee selection in succeeding
years.

INCENTIVE AWARD OPPORTUNITIES

Individuals selected for participation in the Management Incentive Plan will be
assigned incentive award opportunities, which are expressed as a percentage of
their base salaries.

V



1 President/CEO 0% 81% 115% 161%

2 Executive Officers 0% 63% 90% 126%

3 Senior Officers 0% 53% 75% 105%

4 Officers 0% 35% 50% 70%

5 Non-Officers 0% 21% 30% 42%

Incentive Award Opportunities (Continued)

The incentive award opportunities include a targeted incentive award and a range
around the target that corresponds to various levels of performance measured on a
number of dimensions. Meeting the individual measurement goal at the
expected target pays 100 percent for that measurement. The range for each
individual measurement equals 70 percent at threshold and increases to 140 percent
at maximum. Performance below threshold results in zero payout for the measure.

Target, threshold, or maximum incentive award opportunities for any tier are
subject to change at the discretion of the Committee. The following table depicts
the targeted incentive award opportunity effective January 2000, as a percent of
base salary, by tier of participant:

FREQUENCY

Incent ive awards wil l  be  granted on an annual  basis  consis tent  with
SWG's compensation philosophy and strategy, and taking into account
the Company's overall competitive posture on all aspects of direct compensation.

ANNUAL INCENTIVE AWARD

Annual incentive awards will be provided to eligible participants in the plan each
year if Company performance measures are achieved.



ANNUAL PERFORMANCE MEASURES

4

Q

4

9

Gas segment adjusted ROE will be calculated using a three-year weighted average
with weights applied as follows: current year ROE-50 percent weight; preceding
year ROE-30 percent weight, two years preceding ROE-20 percent weight.

4

Gas segment ROE vs. Peers will be calculated utilizing current year results
adjusted for customer growth. The CPI adjustment will not be utilized in this
calculation.

Note: Individual performance will be measured annually, Ira participant fails to meet established goals or
performance expectations, an adjustment may be made to the individual award.

Relative Measures:

The annual performance measures, which are equally weighted, are as follows:

Absolute measures:

For the purpose of determining the actual awards earned under the annual
incentive portion of the Management Incentive Plan, performance will be
evaluated on several dimensions.

Customer to Employee Ratio vs. Peers-gas segment customer to employee
ratio compared to a peer group composed of similarly-sized gas distribution
companies.

ROE vs .  Peers-  gas  segment  ROE ranking compared  to  a  peer  group
composed of similarly-sized gas distribution companies.

Customer  Service  Sa t is fac t ion-  de te rmined  th rough  ongoing surveys
conducted by an independent outside entity.

Gas Segment Adjusted ROE-Three-year weighted average gas segment
return on equity (ROE), adjusted annually for the Consumer Price Index
(CPI). The adjusted ROE will be further modified for above-average customer
growth.

Customer to  Employee Ratio-a  measure  of productivity calcula ted by
dividing total gas segment customers by total gas segment employees.

1
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Absolute:

5.6% 8.0% 10.0% 20%
Gas segment ROE adjusted

for CPI and customer growth
Three-Year Weighted
ROE

Customer to
Employee Ratio

70% 100% 140% 20%
Target = prior year ClE target

+ 3% improved productivity

Customer Service
Satisfaction

75% 85% 95% 20% Quarterly surveys

Relative:

ROE vs.
Peer Group

25th
Percentile

50th
Percentile

75th
Percentile

20%
Financial publications for

distribution companies

Customer to Employee
vs. Peer Group

51st
Percentile

76th
Percentile

90th
Percentile

20% Annual surveys

POTENTIAL 70% 100% 140% 100% TOTAL

AWARD CALCULATION SCHEDULES

Targets - The measurement targets will be established annually. Current
measurements are reflected in the next table.

Limitation on Award Value-Annual award opportunities at all levels are
capped at 140 percent of the target award. Each individual measurement has a
threshold value of 70 percent of the target for that measurement and a maximum
value of 140 percent of target. When threshold is not met for any measurement,
the award value for that measurement is -0-.

Actual awards earned will be calculated by using the table below.

Note: No annual incentive awards will be payable unless the Company'sdividends equal or exceed the prior
year's dividends.

Award Payout-Following the calculation and Committee approval of the annual
incentive award, it is divided into short- and long-term components. The short-term
component, which is 40 percent of the total award, is paid in cash to the participant.
The long-term component, which is the remaining 60 percent of the award, is
converted into three-year performance shares.

Award Form-The short-term component of the annual award each year will be
paid in cash. The long term component award is paid in Company stock following
successful completion of the three-year restriction period.

Withholding Taxes-The Company will deduct all federal, state, and local taxes
of any kind required by law to be withheld upon the payment of the annual
incentive award.

}4*
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PERFORM19\NCE SHARES

The long-term component of the Management Incentive Plan is reflected through
the use of performance shares, which are paid in shares of Southwest Gas
common stock following successful completion of the restriction period.

I

B

Award Term -- Awards of performance shares will be made each year (contingent
on a payout from the annual incentive plan), and will be subject to a three-year
restriction period.

Number of Shares Granted-The number of performance shares granted to an
individual is determined by two factors: the amount of the award earned under
the long-term component of the annual incentive plan, and the price of SWG
common stock at the date of the conversion into performance shares.

The amount of the annual incentive award to be converted into performance shares
is divided by the fair market value of SWG stock at the date of the conversion to
determine the number of performance shares that a participant receives.

RestrictionPeriod- All performance shares will be restricted for a period of three
years, during which time the plan participants will not have ownership of, or be
able to sell, the stock, or rights to the stock which underlie the award. During the
restriction period, SWG will maintain performance share accounts for each
participant, which may increase in size as dividends are declared on SWG
common stock and, if applicable, are reinvested. At the end of the restriction
period (or earlier if circumstances warrant), each participant's performance share
account will be closed by calculating a final number of shares and paying the
participant in whole shares of SWG common stock.

DIVIDENDS

The Management Incentive Plan document allows the Committee toldetermine
whether dividends will be paid quarterly or reinvested in performance shares for
each participant. The determination will be made annually for the plan year.

For plan years with dividends paid quarterly, the payments will be in cash.

For plan years with dividend reinvestment, the following will apply:

4 The dividend rate paid on SWG common stock during the restriction period
will be used to determine the amount credited to the participant's
performance share account. 0

v

0

M

Dividends will be credited to the participant's performance share account in
an equivalent number of performance shares on a quarterly basis.



LONG-TERM PERFGRMANCE MEASURE

The Committee may modify the number of performance shares that may be
earned by a participant based upon Company performance over the three-year
restriction period.

The total number of performance shares may be reduced by as much as 20
percent, based on the overall performance of the Company.

The measurement(s) used for analyzing long-term performance will be selected
by the Committee for each plan year.

LIMITATION OF AWARD VALUE

Performance shares are not limited to a specified value, but are dependent on the
amount of increase/ decrease in the fair market value of SWG's common stock
from the conversion date to the end of the restriction period.

The number of performance shares actually earned will be a function of the
number of performance shares earned at the conversion date (the beginning of the
restriction period), additional performance shares resulting from dividend credits
during the restriction period, if applicable, and Company performance over the
restriction period. In no event, however, can a participant be awarded in excess of
100 percent of the sum of the number of shares earned at the beginning of a
restriction period and the number of performance shares resulting from dividend
credits during the restriction period.

Award Payout-The final value of the performance share award will be equal to
the product of the fair market value of SWG's common stock at the end of the
restriction period, multiplied by the number of performance shares ultimately
earned (as determined at the end of the restriction period).

AwardForm-At the end of the restriction period, performance share awards will
be paid in whole shares of SWG common stock. At the discretion of the
Committee, and if deemed appropriate, awards may be paid in cash or a
combination of cash and stock.

Withholding Taxes-The Company will deduct all federal, state, and local taxes
of any kind required by law to be withheld upon the payment of the performance
shares. Such payment, at the option of the participant, may be made by directing
the Company to withhold shares of SWG common stock to cover the estimated tax
liability.



Annual
Incentive

Taxes withheld at statutory
withholding rates (federal),
plus applicable state taxes.

When paid, taxed at 7.65%
FICA tax rate.

Value of award
earned (i.e., gross
amount of cash
award paid).

Performance
Shares

Federal and state taxes
payable when common
stock issued. Taxes may be
withheld:

1) from regular wages, or

2) by a reduction in net
shares issued.

FICA tax payable at easier
of when:

1) Participant is eligible to
retire, or

2) stock is issued.

Fair market value of
shares.

Performance
Shares

Shares settled in stock will not be considered a "purchase" or a "sale," although
a "sale" will occur when the stock is sold. Shares settled in cash will be
considered a "sale" Consult legal counsel.

TAX AND INSIDER TRADING TREATMENT

\

The table below outlines the insider trading treatment of the awards:

Note: Specific questions about the tax impact created by the Management Incentive Plan should be
discussed with the Participant's personal tax advisor or legal counsel.

A summary of tax considerations for the Company and the Participant appear in
the following table.
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Retirement Pro-rata payout at end of the performance
period based on length of time elapsed since
the annual performance period began.

Immediate payout of
all performance
shares.

Disability Pro-rata payout at end of the performance
period based on length of time elapsed since
the annual performance period began.

Immediate payout of
all performance
shares.

Death Pro-rata payout at end of the performance
period based on length of time elapsed since
the annual performance period began.

Immediate payout of
all performance
shares.

Resignation or
discharge for cause

Forfeit rights to award. Forfeit rights to
award.

Involuntary termination
without cause

Pro-rata payout at end of the performance
period based on length of time elapsed since
the annual performance period began.

Immediate payout of
all performance
shares.

Into eligible position Eligible for pro-rata participation based on the length of time
elapsed since the performance period began.

Into ineligible position Pro-rata award based on number of months in eligible position
and no future grants.

Into another eligible position If new award level is different, the weighted average of the two
award levels for the corresponding positions would be used
based on number of months of the year spent in each position.

New Hire Eligible for pro-rata participation based on the length of time
elapsed since the performance period began.

TERMINATIONS, TRANSFERS, PROMOTIONS, AND NEW HIRES

The effect of terminations on awards is outlined in the table below:

Note: The Committee may, at its discretion,
guidelines above provide.

elect to treat individual situations dqferently than the

The following table summarizes the treatment of transfers, promotions, and new hires:

Note: The Committee may, at its discrehbn, elect to treat individual situations differently than the
guidelines above provide.

s
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MANAGEMENT INCENTIVE PLAN CALCULATION FLOW CHART
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Three-year weighted ROE w/Growth <5.6 8.30

| ll nu1s-1.:L..u

7.39

target 8.00 8.00 8.00

% target award earned -0_ 108.0% 92.0%

x 20% weight 0.0 21.6 18.4

CustomerlEmployee Ratio 542 552 565

target 525 541 557

% target award ea med
.- _

140.0% 127.1% 119.2%

x 20% weight 28.0 25.4 23.8

CustomerlSenice Satisfaction 95.0% 94.0°/, 96.0%

target 85.0% 85.0% 85.0%

% target award ea med 140.0% 136.0% 140.0%

x 20% weight 28.0 27.2 28.0

ROE vs. Peers (percentile) <25 57 29

target 50 50 50

% target award ea med _0_ 111.2% 74.8%

x 20% weight 0.0 22.2 15.0

CustomerlEmployee vs. Peers (percentile) 78 90 82

target 76 76 76

% target award ea med 105.8% 140.0% 117.4%

x 20% weight 21.2 28.0 23.5

TOTAL EARN ED (as percentage of target) 77.0 124.0 109.0

Total Incentive Award 38.5 62 54.5

Short-terrn (40%) 15.4 24.8 21.8

Long-tem (60%) 23.1 37.2 32.7

SAMPLE PAYOUT HISTORY

If you are an ojyicer with n target award opportunity of50 percent of base solar;/, your payout, expressed as
a percent of your salary, would be as follows:

_
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96% 96%

97% 97%

98% 98%

99% 99%

100% 100%

101% 102%

102% 104%

103% 106%

104% 108%

105% 110°o

106% 112%

107% 114%

108% 116%

109% 118%

110% 120%

111% 122%

112% 124%

113% 126%

114% 128%

115% 130%

116% 132%

117% 134%

118% 136%

119% 138%

120% 140%

70° o 70%

71% 71%

72% 72%

73% 73%

74% 74%

75% 75%

76° o 76%

77% 77%

78°o 78%

79% 79%

80% 80%

81% 81%

82% 82%

83% 83%

84% 84%

85% 85%

86% 86%

87% 87%

88% 88%

89% 89%

90% 90%

91% 91%

92% 92%

93% 93%

94% 94%

ANNUAL INCENTIVE AWARD

THREE-YEAR WEIGHTED ROE MEASURE .
AS A PERCENT OF TARGET AT VARYING LEVELS OF PERFORMANCE

<70°/o ,00/> .
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95% 95%
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97.0% 70.0%

97.5% 75.0%

98.0% 800%

98.5% 85.0%

99.0% 90.0%

go 5% 95.0%

100.5%

3i0s'0°4

$4
r 4
0m l !. . .

86%

,g88%

_n
So. 990%

!
'I94%

75°/> 70%

76°/o 74%

7700 77%

78% 80%

79% 8300

80% 86%

81% 89%

82% 92%

83% 95%

84% 98%

84

8

8

ANNUAL INCENTIVE PLAN

ANNUAL INCENTIVE PLAN

AS A PERCENT OF TARGET AT VARYING LEVELS OF PERF()

As PERCENT o1= TARGET AT VARYING LEVELS

2<75%

CUSTOMER PER EMPLQYEE MEASURE

CUSTOMER SATISFACTIGN MEASURE
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51% 101 .6%

52% 103.2°o

53% 104.8%

54% 106.4%

55% 108 .0%

56% 109.6%

57% 111.2%

58% 112.8%

59% 114.4%

60% 116.0%

61% 117.6%

62% 119.2%

63% 120.8%

64% 122 .4%

65% 124 .0%

66% 125 6%

67% 1272%

68% 128 .800

69% 130 4%

70% 1:32 .0%

71% 133 .6%

72% 135 .2%

73% 136 .8%

74% 138 .4%

75%> 140.0%

25° o 70.0%

26% 71 2%

27% 72.4%

28% 73.6%

29% 74.8°0

30% 76.0%

31% 77.2%

32% 78.4%

33% 79.6%

34% 80.8%

35% 82 0°o

38% 83.2%

:8700 84.4%

38% 85.6%

39% 86.8%

40°0 880%

41% 89.2%

42 /o 904%

43% 91 .6%

44% 92.8%

45% 94.0%

46% 95.2%

47% 96.4%

48% 975%

49% 98.8%

ANNUAL INCENTIVE AWARD EXHIBIT 4

ROE vs. PEER GROUP MEASURE
AS A PERCENT OF TARGET AT VARYING LEVELS OF PERFORMANCE

I

I

I

dix 5



72% 95 .20 o

73% 96 .4%

74% 97 6%

75% 98 .80 o

76% 100 0%

77% 102 .9%

78% 105 8%

79° D 108.7%

80% 111 .6%

81% 114 5%

82% 117.4%

83% 120 .3%

84% 123.2%

85% 126.1%

86% 129 .0%

87% 131 9%

88% 134.8%

89% 137 .7%

90°o> 140.0%

51% 70.0%

52% 71 .2%

53° o 72.4%

54% 73.6%

55% 74.8%

56% 76.0%

57% 77.2%

58% 78.4%

59% 79.6%

60% 80.8%

61% 82.0%

62% 83.2%

63% 84.4%

64% 85.6%

85% 86.8%

66% 88.0%

67% 89.2%

68% 90.4%

69% 91.6%

70% 92.8

ANNUAL INCENTIVE AWARD EXHIBIT 5

CUSTOMER TO EMPLOYEE RATIO vs. PEER GROUP MEASURE
AS A PERCENT OF TARGET AT VARYING LEVELS OF PERFORMANCE

<51% 0.0%

dix 6
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SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0-04

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-12

(ACC-STF-12-1 I

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MARCH 5, 2008

Request No. ACC-STF-12-1:

AGA dues and benefits.

(a) Please provide the complete report from which Ms. Aldridge's Exhibit No.
RLA-2 was excerpted .

Please show the percentage of AGA dues related to each function listed on
Exhibit No. RLA-2.

(b)

(C)

(d)

Please provide the complete report and all supporting information for the AGA
benefits listed on page 24 of Ms. Aldridge's testimony.

Please show in detail how the AGA estimated each type of savings and
avoided cost benefit.

(e)

(f)

(Q)

(h)
(i)

G)
(k)

Have the AGA claimed benefits ever been independently reviewed, verified or
audited? If so, please identify what independent party or entity conducted the
review, verification or audit, the dates of such verification, and provide a copy
of the related review, verification and audit reports.

Please identify, quantify and explain each benefit which comprises the total
claimed $479 million.

Please relate the claimed AGA benefits to each of the AGA functions listed in
the most recent AGA report to NARUC. '

Please provide a copy of the AGA Advertisements in 2006 and 2007.

Please identify and provide a copy of al l  testimony in regulatory and
legislative proceedings filed by the AGA in 2004, 2005 2006 and 2007.

Please provide all AGA legislative comments in 2007.

Please provide the materials used by the AGA in 2007 to promote interest in
the investment opportunities in the industry.

(Continued on Page 2)
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Page 2

Response to ACC-STF-12-1: (continued)

Respondent: Revenue Requirements

Response:

Southwest objects to this Data Request on the grounds that it is overbroad and
unduly burdensome. Subject to and without waiving this objection, Southwest
responds as follows:

a. Exhibit No. (RLA-2) was not an excerpt from any report of which Southwest
is aware. It was provided by AGA to explain the functions listed on page 111-2 of the
latest audit on the expenditures of AGA dated March 2005. The audit report is
attached.

b. Please see the Company's response to part a. For the percentages used in this
proceeding, please refer to the response to data request no. STF-6-52.

W
If

c-k. AGA is an independent organization, of which Southwest is a member.
Southwest does not direct nor control the activities of AGA. Southwest does not
have the information requested in parts (c) through (k) of this Data Request in its
possession nor does Southwest have access to such information.
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N A R U C
National Association of Regulatory Utility Commissioners

March 2005

The State Regulatory Commissions

From: The NARUC Staff Subcommittee on Accounting and Finance

Transmittal of the 2002 Report on the Expenditures of the American
Gas Association

Dear State Regulatory Commissions:

This is the annual report on the expenditures of the American Gas Association
(AGA) provided for your review and consideration. Hopefully you will find the
information contained herein to be useful in helping you to decide which, if any, of the
costs of the association you should approve for inclusion in utility rates. Often, state
commissioners review the costs of the association charged or allocated to the utilities in
their jurisdiction in accordance with the policies of their commission for treatment of
costs directly incurred by the state's utilities for similar activities.

With the possible exception of expenses directly related to research and
development relevant to utility operations, and a proportional amount of associated
administrative overhead expense, diesel expense categories may be viewed by some State
commissions as potential vehicles for charging ratepayers with such costs as lobbying,
advocacy or promotional activities which may not be to their benefit.

The Staff Subcommittee on Accounting and Finance is pleased to provide you
with the AGA report for 2002 to allow you to review the information contained therein
and to utilize it in a manner consistent with your commission's regulatory policies and
practices.

Sincerely,

7...y ;
Thomas J. Ferris
Chair
Staff Subcommittee on Accounting and Finance

1101 Vermont Avenue, NW, Suite 200, Washington D.C. 20005 202.898.2200 ¢ 202.898.2213fax ' hw:// .namc.org

R e '

To:
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Calculation of Lobbying Expenses Pursuant to
Internal Revenue Code Section 162(e)

The American Gas Association incurred lobbying expenses, as defined under IRC Section 162, of 2.28% of
total member dues during calendar year 2002 .

IRC Section 162 Definition of Lobbying

(C)

(D)

(2)

(3)

(4)

(5)

(B)

(C)

(6)

(D)

(e) Denial of deduction for certain lobbying and political expenditures
(1) In genexd no deduction shall be allowed under subsection (8) for any amount paid or incurred in connection with -

(A) influencing legislation,
(B) participation in, or intervention in, any political campaign on behalf of (or in opposition to) any candidate for public

oiiice, .
any attempt to influence the general public, or segments diereof; with respect to elections, legislative matters, or
referendums, or
any direct communication with a covered executive branch official in an attempt to influence the official actions or
positions of such official. .

Exception for local legislation - In the case of any legislation of any local council or similar governing body -
(A) paragraph (1)(A) shall not apply, and
(B) the deduction allowed by subsection (a) shall include all ordinary and necessary expenses (including, but not limited

to, traveling expenses described in subsection (a)(2) and the cost of preparing testimony) paid or incurred during the
taxable year in carrying on any trade or business -
( i ) in direct connection with appearances before, submission of statements to, or sending communications to the

committees, or individual members, of such council or body with respect to legislation or proposed legislation of
direct interest to the taxpayer, or

( i i ) in direct connection with communication of information between the taxpayer and an organization of which the
taxpayer is a member with respect to any such legislation or proposed legislation which is of direct interest to the
taxpayer and to such organization, and that portion of the dues so paid or incurred with respect to any
organization of which the taxpayer is a member which is attributable to the expenses of the activities described in
clauses (i) and (ii) carried on by such organization.

Application to dues of tax-exempt organizations - No deduction shall be allowed under subsection (a) for the portion of dues
or other similar amounts paid by the taxpayer to an organization which is exempt Ecorn tax under this subtitle which the
organization notifies the taxpayer under section 6033(e)(l)(A)(ii) is allocable to expenditures to which paragraph (1) applies.
Influencing legislation - For purposes of this subsection -
(A) In general The term "influencing legislation' means any attempt to influence any legislation through communication

with any member or employee of a legislative body, or with any government official or employee who may participate in
the formulation of legislation.

(B) Legislation - The term "legislation" has the meaning given such term by section 491 l(e)(2).
Other special rules
(A) Exception for certain taxpayers - In the case of any taxpayer engaged in the trade or business of conducting activities

described in paragraph (1), paragraph (1) shall not apply to expenditures of the taxpayer in conducting such activities
directly on behalf of another person (but shall apply to payments by such other person to the taxpayer for conducting
such activities).
De miniinis exception
(i) In general Paragraph (1) shall not apply to any in-house expenditures for any taxable year if such expenditures do

not exceed $2,000. In determining whether a taxpayer exceeds the $2,000 limit under this clause, there shall not be
taken into account overhead costs otherwise allocable to activities described in paragraphs (1)(A) and (D).

(ii) In-house expenditures for purposes of clause (i), the term 'in-house expenditures" means expenditures described in
paragraphs (l)(A) and (D) other than
( I) payments by the taxpayer to a person engaged in the trade or business of conducting activities described in

paragraph (1) for the conduct of such activities on behalf of the taxpayer, or
( II) dues or other similar amounts paid or incurred by the taxpayer which are allocable to activities described in

Paragraph (1).
Expenses incurred in connection with lobbying and political actiwlties - Any amount paid or incurred for research for,
or preparation, planning, or coordination of any activity described in paragraph (1) shall be treated as paid or incurred
in connection with such actiw'ty.

Covered executive branch official - For purposes of this subsection, the tern "covered executive branch oNicial" means -
(A) the President,
(B) the Vice President,
(C) any otiicer or employee of the White House Office of the Executive Office of the President, and the 2 most senior level

oiticers of each of the other agencies in such Executive Office, and
(i) any individual serving in a position in level of the Executive .Schedule under section 5312 of title 5, United States
Code, (ii) any other indiw'duaI designated by the President as having Cabinet level status, and (iii) any irnrnediate
deputy of an individual described in clause (i) or (ii).

Special rule for Indian tribal governments - For purposes of this subsection, an Indian tribal government shall be treated in the
same manner as a local council or similar governing body.
Cross reference - For reporting requirements and alternative taxes related to this subsection, see section 6033(e).

(7)

(8)

Citation: IRC Sec. 6033(e)
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Internal Revenue Service Form 990

The American Gas Association is a non-profit and tax exempt organization

required to file informational returns with the U.S. Internal Revenue Service (IRS).

Public inspection of the completed American Gas Association Exempt Organization

Return (IRS Form 990) may be made in accerdance with IRS regulation by request

directly to the Internal Revenue Service, Attention: FOI Reading Room, 1111

Constitution Avenue, N.W., Washington, D.C. 20224. The American Gas Association

makes its Exempt Organization Return available for public inspection during normal

business hours (9:00 a.m. - 5:00 p.m.) at the Associatioll's principal oiiice, 400 N.

Capitol St., N.W., Washington, D.C. 20001, preferably by written request directed to

Joseph L. Martin, AGA's Controller, at the same address. State public utility

commissions that wish to receive a copy of AGA's Exempt Organization Return should

also direct their request to Joseph Martin. Internal Revenue Service Form 4506-A may

also be used to request copies of the return from the Internal Revenue Service if public

inspection is not desired by the requestor. [RS may make a charge for its photocopying

service.
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Independent Auditor's Report

To Board of Directors and Members
American Gas Association
Washington, D.C., U.S.A.

We have audited the accompanying statements of financial position of the American Gas
Association as of December 31, 2002 and 2001, and the related statements of activities and cash
flows for the years then ended. These financial statements are the responsibility of the
Association's management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the American Gas Association as of December 31, 2002 and 2001, and the
changes in its net assets and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

>%*~ 42 .;a.,, 8 c.
Arlington, Virginia, U.S.A.
March 21, 2003

980 N. Michigan Revenue, PMB 1400
Chicago, IL 6061 1

T@l. 31 2/988 4879 • FOI 312/214 3510

2900 SoUth Quinn Street, Suite 150
Hrlirxgton, VR 22206

Tel. 703/998 5100 • Fox 703/998 5102

100 Pork Hvanue, 16th Floor
New Work, no 10017

T@l. 212/880 2625 c Fox 212/880 6499

internet wwwlcngoncpofom

<5-moi! l<;1n9on@IQmQomcpc.com
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AMERICAN GAS ASSOCIATION
I

Statements of Financial Position

December 31, 2002 and 2001

Assets 2002 2001

s 3,263,529
20,676,561

S 3,013,511
23,071,272

Cash and cash equivalents (note 2)
Marketable securities (note 2)
Receivables:

Trade, less allowance for doubtful accounts of $19,754
and $155,434, respectively

Dues and subscriptions
Accrued interest receivable
Prepaid expenses and other assets (note 4)
Property, plant, and equipment, net (note 3)

474,735
62,245
90,956

345,444
2,608,264

240,356
251,419
103,046
198,997

3,215,816

$ 27,521,734 s 30,094,417

Liabilities and Net Assets

Accounts payable
Deferred dues and subscriptions revenue
Accrued expenses (note 7)
Appliance standards/certification liabilities (note 8)
Deferred compensation
Other liabilities
Pension liability (note 4)
Postretirement benei9ts other than pension (note 4)

$ 2,010,025
955,238
952,140

3,257,300
224,677
830,244

1,531 ,068
850,289

$ 2,831,017
1,241,686
1,030,944
3,289,859

237,517
870,593

1,045,369
854,7'7'l

Total liabilities 10,610,981 11,401,756

Unrestricted net assets (note 4) 16,910.753 18,692,561

Commitments and contingencies (notes 5, 6, 7, and 8)

$ 27,521,734 s 30,094,417

See accompanying notes to financial statements.
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AMERICAN GAS ASSOCIATION

Statements of Activities

Years ended December 31, 2002 and 2001

2002 2001

Revenue:
Dues
Voluntary advertising Manufacturers' cooperative advertising
Meetings and publications
Dividends and interest, net (note 1)
Miscellaneous

s 16,561 ,660
32,500

3,161 ,467
1,040,984

330,280

$ 16,635,138
250,000

3,514,861
1,285,534

319,356

Total revenue
21,126,891 22,004,889

Expenses:
Programs:

Member services;
Public affairs
Policy, planning, and regulatory affairs
Market development
Corporate affairs
Operating and engineering
Industry finance and administrative programs
General counsel

5,939,486
3,261 ,692

349,589
2,014,503
3,729,829
1 ,230,238

768,219

5,703,920
3,382,900
1,196,791
2,123,818
3,664,863

934,852
641,984

Total program expenses 17,293,556 17,649,128

Genera! administration 3,894,457 4,273,134

Total expenses 21,188,013 21 ,922,262

Change in unrestricted net assets before net realized
and unrealized losses on marketable securities (61,122) 82,627

Net realized and unrealized .losses on marketable securities (1 ,351 ,811 > (926,325)

Change in unrestricted net assets (1 ,412,933) (843,698)

Unrestricted net assets, beginning of year 18,692,661 19,536,359

Unrestricted net assets, end of year, before recognition of
pension plan additional minimum liability 17,279,728 18,692,661

Pension plan additional minimum liability (note 4) (368,975>

Unrestricted net assets, end of year s 16,910,753 $ 18,692,661

See accompanying notes to financial statements.
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AMERICAN GAS ASSOCIATION

Statements of Cash Flows

Years ended December 31, 2002 and 2001

2002 2001

$ (1,412,933> s (843,698)

929,946
1,351 .83 1

(5,750)
(368,975)

928,206
926,325

(425)

(45,205)
12,090

(146,447)

560,782
49,730

358,972

(820,992)
(286,448)
(78,804)
(32,559)
(12,840)
(40,349)
485,699

(213,519)
642,780
80,054

(452,059)
87,024
33,146
(71 ,787)
23,085

Cash flows from operating activities:
Change in uNrestricted net assets
Adjustments to reconcile change in unrestricted net assets to net cash

(used in) provided by operating activities:
Depreciation and amortization
Unrealized and realized losses on marketable securities
Gains on disposal of property, plant, and equipment
increase in minimum pension liability
Decrease (increase) in operating assets:

Receivables
Accrued interest receivable
Prepaid expenses and other assets

Increase (decrease) in operating liabilities:
Accounts payable
Deferred dues and subscriptions revenue
Accrued expenses
Appliance standards/certification liabilities
Deferred compensation
Other liabilities
Pension liability
Postretirement benefits other than pension (4,482)

Total adjustments 936,695 2,952,314

Net cash (used in) provided by operating activities (476,238) 2,108,616

Cash flows from investing activities:
Purchases of marketable securities
Sales/maturities of marketable securities
Acquisition of property, plant, and .equipment
Proceeds from sales of property, plant, and equipment

(10,463,463)
11,506,363

(322,394)
5,750

(12,516,031 )
10,356,165

(660,455)
425

Net cash provided by (used in) investing activities 726,256 (2,819,896)

Net increase (decrease) in cash and cash equivalents 250,018 (711,280)

Cash and cash equivalents at beginning of year 33013,511 3,724,791

Cash and cash equivalents at end of year 3 3,263,529 s 3,013,511

See accompanying notes to financial statements.
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AMERICAN GAS ASSOCIATION

Notes to Financial Statements

(1) Organization and Summary of Significant Accounting Policies

The American Gas Association (the "Association") is a nonstick and not-for-profit
organization incorporated in the State of Delaware. The Association's membership and
activities are related to member companies involved in the distribution of natural gas.

The significant accounting policies are as follows:

basis of Presentation

Net assets and revenues, expenses, gains, and losses are classified based on the
existence or absence of donor-imposed restrictions. Accordingly, the net assets of the
Association, and changes therein, are all classified as unrestricted net assets since they
are not subject to donor-imposed stipulations.

Cash Equivalents

For financial reporting purposes, cash equivalents include commercial paper, money
market accounts, overnight repurchase agreements, and government agency obligations
purchased with an initial maturity of 90 days or less.

Marketable Securities

Marketabie securities consist of securities issued by the United States government,
corporate obligations, and equity mutual funds. Marketable securities are stated at fair
value. For the years ended December 31, 2002 and 2001, dividends and interest
income is presented net of investment fees totaling $83,629 and $67,011, respectively.

Publication Inventories

Publications and items held for resale are charged to expense when acquired.

Property, Plant, and Equipment

Furniture, fixtures, and equipment are stated at cost less accumulated depreciation.
Depreciation is calculated on the straight-line method over the estimated useful lives of
the assets (3-10 years). Leasehold improvements are stated at cost less accumulated
amortization. Amortization is calculated on the straight-line method over the shorter of
the estimated life of the related asset or remaining term of the lease.

11-7 (Contimuedl



AMERICAN GAS ASSOCIATION

Notes to Financial Statements

(1) Continued

Revenue Recognition

Membership dues are recognized as revenue in the year to which the membership
applies. Dues received in advance are deferred. Publications revenue is recognized
upon the sale of the related publication and meetings revenue is recognized when the
related meetings are held.

Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Functional Allocation of Expenses

The costs of providing the various programs and other activities have been summarized
on a functional basis in the statements of activities. Accordingly, certain costs have
been allocated among the programs and supporting services benefited. Salaries are
charged directly to the programs and supporting services served. Fringe benefits are
allocated to the programs and supporting services proportionate to salaries charged, and
certain expenses benefiting all programs and supporting services are allocated based on
the number of staff supporting each service.

Income Taxes

The Association is recognized as exempt from federal income tax under Section
501(c)(6) of the internal Revenue Code, except for taxes on unrelated business income.
income tax expense on unrelated business activities totaled approximately $25,000 and
$20,500 for the years ended December 31, 2002 and 2001, respectively.

The Association has elected to pay the federal proxy tax on behalf of its members on
expenses related to lobbying activities. The proxy tax approximates $125,000 for both
years ended December 31, 2002 and 2001 .

Reclassifications

Certain reclassifications of prior year balances have been made to conform to the
current year presentation.

11-8
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AMERICAN GAS ASSOCIATION

Notes to Financial Statements

(2) Cash and Cash Equivalents and Marketable Securities

At December 31, 2002 and 2001, the components of cash and cash equivalents and
marketable securities were as follows:

2002 2001

s 482,603 $ 461,013

1,432,064
599,760
749,102

2,204,914

Cash
Cash equivalents:

Money market accounts
U.S. government agency obligations
Commercial paper

Total cash and cash equivalents s 3,263,529

347,584

s 3,013,511

$ 4,053,550 s 4,322,497
255,1 17

1,544,019
9,968,957
6,980,682

U.S. government agency obligations
Mortgage-backed securities
Corporate obligations
Other debt securities
Equity mutual funds and securities

1,737,602
9,128,124
5,757,285

Total marketable securities $ 20,675,561 $ 23,071,272

(3) Property, Plant, and Equipment

Property, plant, and equipment are composed of the following as of December 31, 2002
and 2001;

2002 2001

Leasehold improvements
Equipment
Furniture and fixtures

$ 986,148
3,267,192
1,199,761

$ 949,311
3,624,270
1,199,761

5,453,101
(2,844,837)

5,773,342
(2,557,526)Less accumulated depreciation and amortization

Property, plant, and equipment, net $ 2,608,264 $ 3,215,816

11-9 (Continued)



AMERICAN GAS AssocIATIon

Notes to Financial Statements

(4) Pension and Other Postretirement Benefits

The Association has the following noncontributory defined benefit pension plans:
a qualified plan which covers substantially all Association employees,
a non-qualified plan which is for employees who were determined to be eligible by
the Association's Compensation Committee when the plan was created in 1985
(plan was frozen to new participants in 1986), and
a non-qualified "excess" plan for those employees whose compensation exceeds
the IRS limits for the qualified plan. This plan was approved by the Compensation
Committee and is effective January 1, ZO03.

These plans provide retirement benefits based on employees' years of services and
compensation prior to retirement. In addition, there is an unfunded, nonqualified
supplemental retirement benefit plan for the President and CEO that was approved by
the Board of Directors in February 2001 .

The funded plan's assets consist primarily of common stocks and U.S. government and
corporate bonds.

The following provides a reconciliation of benefit obligations, plan assets, and funded
status of the plans at December 31, 2002 and 2001 :

Other Postretirement
BenefitsPension Benefits

2002 2001 2002 2001

Benefit obligation
Fair value of plan

assets

s 25,592,012 $ 23,168,922 $ 8,489,792 s 7,554,951

Funded status

19,832,983

s (5,759,029)

23,282,900

as 113,978

4,203,939

$ (4,285,853)

5,037,630

$ (2,517,321)

Accrued benefit
cost recognized
in the statements of
financial position s 1,531,068 S 1,045,369 s 850,289 s 854,771

Intangible asset
recognized in the
statements of
financial position $ 98,428 s s $

11-10 (Corwtirluedl



AMERICAN GAS ASSOCIATION

Notes to Financial Statements

(4) Continued

Weighted-average
assumptions:

Other Postretirement
BenefitsPension Benefits

2002 2001 2002 2001

6.75% 7.25% 6.75% 7.25%

8.50% 8.50% 8.50% 8.50%

Discount rate
Expected return on
plan assets

Rate of compensation
increase 4.50% 4.50% N/A N/A

Net periodic pension and other postretirement costs for 2002 and 2001 include the
following components:

Other Postretiremerxt
BenefitsPension Benefits

2002 2001 2002 2001

461,488
443,191

$ 139,626
211,414

$ 205,763
218,476

$ 23,285Pension (benefit) cost S
Employer contribution
Plan participants'

contributions
Benefits paid 1,576,467 1,341,069

47,554
545,110

123,910
594,492

In accordance with Statement of Financial Accounting Standard (SFAS) No. 87,
"Employers' Accounting for Pensions", the Association has recognized the required
minimum liability represented by the excess of the accumulated benefit obligation over
the plan assets at December 31, 2002 and 2001, which totaled $827,925 and $360,522
respectively. An intangible pension asset of $98,428, representing the unamortized prior
service cost of the defined benefit plan, has been recognized within prepaid expenses
and other assets in the accompanying statement of financial position as of December
31, 2002. The change in the total minimum liability of $368,975 is being recognized as a
reduction to unrestricted net assets.

H-11 (Cormtinuedl



AMERICAN GAS ASSOCIATION

Notes to Financial Statements

(4) Continued

Other Postretirement Benefits

The Association provides its retirees with postretirement group medical and life
insurance benefits. Eligibility is determined by a combination of hire date, retirement
date and tenure. The medical benefits provided by the Association are coordinated with
Medicare. The plan is contributory and contains other cost-sharing features such as
deductibles and coinsurance. The costs of medical benefits are paid from a Voluntary
Employees' Beneficiary Association (VEBA).

The discount rate used to determine the Accumulated Postretirement Benefit Obligation
(APBO) was 6.75 and 7.25 percent as of December 31, 2002 and 2001, respectively. A
9 percent health care cost trend rate was assumed for 2002, decreasing 1 percent each
year thereafter to an ultimate rate of 4.5 percent. If the assumed health care cost trend
rate were increased by 1 percentage point in each year, the net periodic postretirement
benefit cost would be higher by $64,457 and the APBO higher by $950,358 as of
December 31, 2002. The rate of increase in the compensation level used for life
insurance projections at December 31, 2002 and 2001 was 4.5 percent.

(5) 401(k) Plan

The Association maintains a contributory employees' 401 (k) Plan (the "Plan"). An eligible
employee is defined as any employee of the Association who regularly works more than
20 hours per week and 1,000 hours in a calendar year.. The Association matches 50 to
100 percent of the employee's contribution depending on the length of the employee's
participation in the Plan, which is vested over a three year period. The Association also
maintains a non-qualified "excess plan" for employees whose compensation exceeds
IRS limits. Employer contributions to these plans for the years ended 2002 and 2001
were approximately $494,000 and $470,000, respectively.

11-12 (Cor1tinued3



AMERICAN GAS ASSOCIATION

Notes to Financier\ Statements

(5) Leases

On September 23, 1998, the Association signed a 10-year lease for office space at 400
N. Capitol St., N.W., Washington, D.C., which commenced on March 12, 1999. The
Association also leases various equipment under operating leases. The minimum future
rental payments under these operating leases are as follows:

Year ending December 31 ,

2003
2004
2005
2006
2007
2008 and thereafter

$ 1,689,721
1,703,691
1,343,413
1,370,265
1.397,802
1,724,012

$ 9,228,904

Rental expense related to these leases amounted to approximately $1,383,000 and
$1 ,357,000 for 2002 and 2001, respectively.

(7) Commitments and Contingencies

Self-insurance

The Association is self-insured for certain liabilities that arise in the normal course of
business. Net losses incurred in excess of underlying limits ranging from $100,000 to
$500,000 on any one occurrence for general, pollution, automobile, and employers'
liability up to $35,000,000 are generally covered under excess liability insurance policies.

The Association has recorded a liability for possible losses from product liability claims
filed against the Association which, in the event of an unfavorable outcome, would not
be covered by the excess liability insurance policy, The amount recorded, which is
included in accrued expenses, was approximately $719,000 at December 31, 2002 and
2001 .

Commitments

The Association is committed under certain contracts for the purchase of various
services, including research and consulting services, for approximately $175,000.

These contracts are expected to be completed era or before December 31, 2003.

4
u
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AMERICAN GAS ASSOCIATION

Notes to Financial Statements

(8) Appliance StandardslCertification Liabilities

On June 30, 1997, the Association transferred its subsidiary (IS US) and joint venture
interest in international Approval Services, inc. (IS) to the Canadian Standards
Association (CSA). As a result of the sale, the Association retained responsibility for
certain liability claims that may arise from equipment that was certified and
manufactured prior to June 30, 1997. The present value of these liabilities amounted to
approximately $3,257,000 and $3,290,000 in 2002 and 2001, respectively.

11-14 (Continued)
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Independent Auditor's Report
on Supplementary Information

To the Board of Directors and Members
American Gas Association
Washington, D.C., U.S.A.

We have audited and reported separately herein on the financial statements of the American Gas
Association as of and for the year ended December 31, 2002 and have issued our report thereon
dated March 21, 2003.

Our audit was made for the purpose of forming an opinion on the basic financial statements of the
American Gas Association taken as a whole. The supplementary information included in Schedules Ill
- 2 through ill - 19 is presented for purposes of additional analysis and is not a required part of the
basic financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, is fairly stated in all material respects in
relation to the financial statements taken as a whole.

~a**
6ZwL.C./, /6.

Arlington, Virginia, U.S.A.
December 4, 2003

980 N. MicWgorw F1v@nu@, PMB 1400
Chicago, lL (5061 1

Tel, 312/988 4872 s Fox 312/Q14 3510

2900 South Quincy Street, Suite 150
Hrlingtom, VS 22206

Tel, 703/998 5100 I FOI 703/998 5102

100 Porll Hvanue. 16th Floor
New Vork, NO 10037

Tel. 212/880 2625 • Fox Q12/880 6499

internet www. Iorwgoncpmcom

(3-fT1C\il lonQon@lon9oncpQ.com
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Axnerican Gas Association
Expenditures Funded by Member Dues
For the Year Ended December 31 , 2002

Group
Number

Group
Name

Net
Expense Adjustments

G&A
Allocation

(3)

Adjusted
Net

Expense

%
of

Dues

03 Public Affairs 5,410,775 1,2 (2,002,356) 585,765 3,994,184 24.13%

03 C ommuni c actions 2 2,123,138 447,031 2,570,169 15.53%

06, 16 Corporate Affairs and International 1,313,293 431,616 1,744,909 10.54%

05 General Counsel & Corp. Secretary 680,525 1 (4,718) 184,978 860,785 5.20%

09 Regulatory Affairs 1,322,474 1 812,875 431,616 2,566,965 15.51%

08 Marketing Development 176,417 1 (141) 215,808 392,084 2.37%

14 Operating 8L Engineering Services 2,352,235 1 (714,677) 986,553 2,624,111 15.85%

07 Policy & Analysis 1,317,647 1 299,769 524,106 2,141,522 12.94%

12 Industry Finance & Admin. Programs 709,822 77,074 786,896 4.75%

Ol ,l0,11 General & Administrative Expense 3,884,547 (3,884,547) 0.00%

Grand Total 17,167,735 s 513,890 $ $ 17,681,625 106.82%

Adjustments as a result of AGA/NARUC Oversight Committee Staff agreement.
l Allocation of salaries and other expenses to beneidng group.
2 Breakout ofcoinmunications portion of division expenses
3 G8cA allocated on basis of average equivalent 6.111-time employees during 2002 .
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AMERICAN GAS ASSOCIATION

Definitions of Functional Cost Centers
For the Year Ended December 31 , 2002

COST
CENTER DESCRIPTION

03 Communications develops informational materials for member companies and
consumers and coordinates all media activity.

Public Affairs provides members with information on legislative developments,
prepares testimony, comments, and filings regarding legislative activities, lobbies
on behalf of the industry.

12 Finance & Administration develops and implements programs in Such areas as
accounting, human resources and risk management for member companies.

05 General Counsel & Corporate Secretaryprovides legal counsel to the Association.

06 Corporate Affairs provides opportunities for interaction between member
companies and the financial community. The focus is to promote interest in the
investment opportunities in die industry.

09 Regulatory Affairs provides members with information on FERC and state
regulatory developments, prepares testimony, comments, and tilings regarding
regulatory activities .

08 Market Development assists members in their efforts to encourage the most
efficient utilization of gas energy by exchanging information about marketing
trends, conducting utilization efficiency programs and exploring market
opportunities.

14 Operating & Engineering develops and implements programs and practices to meet
the operational, safety and engineering needs of the industry.

07 Policy & Analysis identifies the need for and conducts energy analyses and
modeling efforts in the areas of gas supply and demand, economics and the
environment.

General 8: Administrative includes:

01 Office of the Presidentprovides senior management guidance for all A.G.A.
activities.

10 Human Resources develops and administers employee programs and
provides general office and personnel services.
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11 Finance and Administration develops and administers financial accounting
and treasury services and maintains computers services capability.

* Reserve: Extraordinary adjustments are recorded as reserve charges.
adjustments are identified in the audited financial statements.

Major

* Not girded by current year General Fund Dues.
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AMERICAN GAS ASSOCIATION

Reconciliation of Expenses to
Audited Financial Statements

For the Year Ended December 31, 2002

Expenses allocated to General Fund 17,681,625

Expenses Funded by Non dues Revenue
(For example, advertising income Hom American Gas Magazine,
AGA sponsored meeting and trade show fees, exhibit revenue,
sale of AGA publications, sponsorships, etc.)

3,525,296

Accounting Year End Adjustments-
Expenses for 2002 recorded in 2003 in accordance with
generally accepted accounting principles.

(18,908)

Total Expenses per Audited Financial Statements 21,188,013

H1-5



AMERICAN GAS AssocIATion

Schedule of Allocation Method for
General and Administrative Expenses

For the Year Ended December 31, 2002

General and Adrnilnistrative Expenses allocated consist of the following cost centers:

Office of the President less lobbying expense of the President, if any, which has been charged
to the Market Growth and Industry Structure of Government Relations Group.

Human Resources including expenses associated with personnel and employee benefit

administration.

Finance and Administrationwhich includes corporate accounting, information systems, mail
room, print shop, space rental, and leasehold improvement, tinrniture and equipment
amortization.

The General and Administrative expenses allocable have been allocated to each of the General Fund
operating groups on the basis of the authorized positions in each group as of December 3 l, 2002.
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AMERICAN GAS ASSOCIATION

Schedule of Honoraria and Expense Reimbursement
Appointed and Elected Government Officials

For the Year ended December 31 , 2002

GOVERNMENT OFFICIAL l REASON

COST
CENTER HONORARIA EXPENSE

Barnett, Chuck
Legislative Assistant
Senator Blanch Lincoln
Spoke at the Public Affairs Forum
April, 2002

03 0 1,193

Bingen, Thad
Counsel for House of Representatives
Spoke at the Public Affairs Forum
April, 2002

03 0 15

Cooper, William
Counsel
House Commerce Committee
Spoke at the Public Affairs Forum
April, 2002

03 0 1,537

Flynt, Lt. Col. Bill
Director, Homeland infrastructure

Security Threats Office
Spoke at Operations Conference
May, 2002

14 0 465

Hadley, David v.
Commissioner
Indiana Utility Regulatory Commission
Spoke at NARUC/Financial Community Visit
April, 2002

09 0 37

Hemingway, Roy
Commissioner
Oregon Public Utility Commission
Spoke at NARUC/Financial Community visit
September, 2002

09 0 456

Lane, Chariotte R.
Commissioner
West Virginia Public Service Commission
Spoke at NARUC/Financial Community Visit
April, 2002

09 0 997
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AMERICAN GAS ASSOCIATION

Schedule of Honoraria and Expense Reimbursement
Appointed and Elected Government Officials

For the Year ended December 31, 2002

GOVERNMENT OFFICIAL / REASON

COST
CENTER HONORARIA EXPENSE

McCarty, William
Chairman
September, 2002

09 0 947

McNally, Bob
Special Assistant to the President, White
House Task Force on Energy Project
Spoke at Public Affairs Forum
April, 2002

03 0 1 ,463

Pemberton, John
Chief of Staff, U.S. Environmental
Protection Agency
Spoke at the National Accounts Conference
& Exhibition
June,2002

08 0 141

Regula, Ralph
U.S. Representative from Ohio
Spoke at the Public Affairs Forum
April, 2002

03 0 1,697

Reha, Phyllis
Commissioner
Minnesota Public Utility Commission
Spoke at NARUC/Financial Community Visit
January, 2002

09 0 596

Rucker, Kelly
Legislative Director
Senator Blanch Lincoln
Spoke at the Public Affairs Forum
April, 2002

03 0 1,807

Sanford, Jo Anne
Chairman
North Carolina Utilities Commission
Spoke at NARUC/Financial Community Visit
September, 2002

09 0 917
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AMERICAN GAS ASSOCIATION

Schedule of Honoraria and Expense Reimbursement
Appointed and Elected Government Officials

For the Year ended December 31, 2002

GOVERNMENT OFFICIAL / REASON
COST

CENTER HONORARIA EXPENSE

Shlomo, Harary
Director
Infrastructure Security, Israeli Government
Spoke at Operations Conference
May, 2002

14 0 604

Simmons, Kelvin L.
Commissioner
Missouri Public Service Commission
Spoke at NARUC/Financial Community Visit
April, 2002

09 0 649

Smith, Joan
Commissioner
Oregon Public Utility Commission
Spoke at NARUClFinancial Community Visit
April, 2002

09 0 2,023

Svanda, David
Commissioner
Michigan Public Service Commission
Spoke at NARUC/Financial Community Visit
September, 2002

09 0 440

Wise, Stan
Commissioner
Georgia Public Service Commission
Spoke at the Public Affairs Forum
April, 2002

03 0 187

Wise, Stan
Commissioner
Georgia Public Service Commission
Spoke at NARUC/Financial Community Visit
April, 2002

09 0 411

TOTAL HONORARIA AND EXPENSES $0 $16,582
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AMERICAN GAS ASSOCIATION

Schedule of Contributions, Corporate Memberships and Club Dues
For the Year Ended December 31, 2002

Cost Center Recipient Amount

03 Alliance forEnergy andEconomics 100,000

03 Alliance to Save Energy 10,000

03 American Legislative Exchange Council 7,000

14 American NationalStandards Institute 5,465

01 ASAE 5,000

03 Blue Dog Non-Federal PAC 5,000

03 Business Council for
Sustainable Energy Future

10,000

03 Business Institute for PoliticalAnalysis Coalition 10,000

03 Campaign forHome Energy Assistance 20,000

03 Center for the New West 5,000

03 Citizens for Michigan's Future 5,000

07 Colorado School of Mines 10,000

14 Common Ground Alliance 10,000

03 Democratic Congressional 53,000

03 Democratic Governor's Association 7,500

03 Democratic Leadership Council 15,000
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AMERICAN GAS ASSOCIATION

Schedule of Contributions, Corporate Memberships and Club Dues
For the Year Ended December 31, 2002

Cost Center Recipient Amount

03 Democratic National Committee 25,000

03 Democratic Senatorial Campaign Committee 50,000

14 Edison Electric Institute 22,000

01 &03 Ford's Theater Society 20,000

03 GASPAC 29,898

03 Glacier PAC s,000

03 National Chamber Foundation 10,000

03 National FuelFunds Network 5,000

03 National Republican Congressional Committee 15,000

03 National Republican Senatorial Committee 17,500

03 New Democrat Network 10,000

03 NRCC Congressional Forum Membership 50,000

03 Rebuilding Together 5,000

03 Republican Maj rarity Fund 10,000

03 Republican National Committee 40,000

03 Rip onSociety 5,000
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AMERICAN GAS ASSOCIATION

Schedule of Contributions, Corporate Memberships and Club Dues
For the Year Ended December 31, 2002

Cost Center Recipient Amount

03 The 2002 President's Dinner Committee 5,000

03 The United States Conference of Mayors 10,000

03 United States Olympic Committee 10,000

01 US Capitol Historical Society 5,000

03 U.S. Chamber of Commerce 15,000

03 USO WorldHeadquarters 5,000

12 Utility Business Education Coalition 25.000

Total $5,000 or Greater $675,363

Total Less Than $5,000 125,348

Total Contributions,Corporate Memberships & Club Dues $800.711
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American Gas Association
Expenses of AGA Employees for Meals and Related

Activities with any Third Party by Group
For the Year Ended December 31, 2002

Public Affairs/Communications

General Counsel and Corporate Secretary

Corporate Affairs and International

Policy and Analysis

Marketing Development

Regulatory Affairs

Finance and Administration Services

Operating and Engineering Services

General and Administrative Expenses

$ 51,185

3,835

8,979

378

3,563

22,236

11,987

17,647

9,741

General Fund $ 129,551
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AMERICAN GAS ASSOCIATION

Government Relations Division Expenses Including
Allocation of General and Administrative Expense

For the year ended December 31, 2002

Division Expense

$3 ,994, l84Public Aiffairs
The American Gas Association monitored and represented the activities of
Congress and Federal agencies that affected issuesof importance to the
natural gas industry and its customers. This division also monitored state
and local legislative and regulatory trends. In 2002 its major federal,
legislative and regulatory efforts were pipeline safety legislation and
regulation, Federal funding for Low Income Home Energy Assistance
Program (LIHEAP), federal funding for research, and national energy
policy legislation.

Re gulatorv Aftlairs
Prepares comments in regulatory proceedings before the FERC and
participates in public policy discussions with NARUC. During 2002, it
was active in a number of FERC proceedings involving regulations of
interstate pipelines.

$2,566,965

Total Government Relations Expenses -$6,561,149

r

4
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American Gas Association
Personnel Assigned to Government Relations

As of December 31, 2002

Office office President

Roger Cooper
Rick Shelby
Sue Swann

Executive Vice President Policy & Play
Executive Vice President Public Affair:
Senior Staff Associate to

Vice Presidents

Public Affairs

Charlie Frills
Stephen Crout
Tom Moskitis
Darrell Henry
Kyle Rogers
Julie Kabous
Elaine Rose Couture
Shirleen Timbers

Vice President Government Relations
Managing Director
Director External Affairs
Director Public Affairs
Government Relations Director
Government Relations Director
Senior Staff Associate
Senior Staff Associate

Requlatorv Affairs

Jane Lewis
Cynthia Marble
Eric Wise
Jeff Petrash
Laura Ferrazzano

Senior Managing Counsel
Director Rates & Regulatory Affairs
Senior Counsel & Director
Senior Managing Counsel
Paralegal
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American Gas Association
Member Company Dues

For the Year Ended December 81, 2002

ComDanv General Fund Dues

$ 422.057
181
19
67.455

242.796
19

320.746
65.425

243.488

150.002
43.022
23.386

111

136

1

1

42.925
82.216
1

419
10.539
97

484.211

23
381.156
409

AGL Resources, Inc.
Alabama Gas Corporation
Allegheny Energy
Alliant Energy
Aquila, Inc.
Arkansas Oklahoma Gas Corp Corporation
At nos Energy Corporation
Avista Corporation
Baltimore Gas and Electric Company
Bath Electric, Gas & Water Systems
Boonville Natural Gas Corporation
Cascade Natural Gas
Central Hudson Gas & Electric Corporation
Chesapeake Utilities Corporation
Cinergy
Citipower LLC
Citizens Gas & Coke Utility
City Gas Company (Wisconsin)
City of Charlottesville, Gas Division
City of Corpus Christi
City of Holyoke Gas & Electric Dept.
City of Las Cruces
city of Richmond, Dept of Pub Utils.
City Public Service of San Antonio
Clearwater Gas System
CMS Energy Corporation
Colorado Springs Utilities
Conectiv
Consolidated Edison Company of New York, Inc.
Corning Natural Gas Corporation
COSeN Gas Ltd.
Cut Bank Gas Company
Delta Natural Gas Company, Inc.
Dominion
DTE Energy
Easton Utilities
Energy East Corporation
ENERGY WEST, INC.
Energy

Equitable Resources, inc.
Exelon
Fairbanks Natural Gas
Fort Pierce Utilities Authority
Gainesville Reg'l Utils., Gas Dept.
Gila Resources, inc.
Illinois Gas Company _
lndiantown Gas Company, inc.

388.750
13.402
34.740

194.149
286.616
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American Gas Association
Member Company Dues

For the Year Ended December 31, 2002

Comoanv General Fund Dues

Intermountain Gas Company
KeySpan
Knoxville Utilities Board
Laclede Gas Company
LeAnn Gas Company
Long Beach Energy
Louisville Gas & Electric Company
Lumberport-Shinnston Gas Company, Inc.
Madison Gas and Electric Company
MDU Resources
Memphis Light, Gas & Water Division
Metropolitan Utilities District of Omaha
Middle Tenn. Natural Gas Utility Dist.
Mobile Gas Service Corp. (Energy South)
Montana Power Company
Mt. Carmel Public Utility Company
National Fuel Gas Distribution Corporation
New Jersey Resources Corporation
Niagara Mohawk Power Corporation
Nicor Gas
NiSource, inc.
North Carolina Natural Gas Corp.oration
NSTAR Gas
NUI Corporation
NW Natural
Oak Ridge Utility District
Ohio Valley Gas, inc.
Okaloosa County Gas District
Oncor Group (TXU Gas)
ONE OK, Inc.
Pacific Gas and Electric Company
Peoples Energy Corporation
Philadelphia Gas Works
Piedmont Natural Gas Company, inc.
PPL Corp.
Public service Company of New Mexico
Public Service Electric and Gas Company
Questar Gas Company
Reliant Energy
RGC Resources, inc.
Richmond Utilities Board
Rochester Gas & Electric Corporation
SEMCO Energy, Inc.
Sierra Pacific Power Company
South Jersey Gas Company
Southern Union Company
Southwest Gas Corporation

101 ,see
611,703
20,124

230,795
500

30,876
47,160

500
62,706
43,700
70,870
13,276
24,026
53,553
51 ,784

500
327,756
255,501
225,000
423,833
667,233
130,170
154,805
203,390
290,974

1 ,680
1 ,769

500
255,089
310,895
524,649
388,882
237,081
313,683
49,131

160,690
409,068
218,844
383,913
20,025

500
147,627
181 ,715
47,979

215,031
362,208
336,483
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American Gas Association
Member Company Dues

For the Year Ended December 31, 2002

Comoanv General Fund Dues

Southwester Energy Company
Southwestern Virginia Gas Company
Superior, Water, Light and Power Company
TECO Peoples Gas System, inc.
Terrebonne Parish Consolidated Government
UGl Utilities, inc.
Union Oil & Gas, Inc.
Vectren Corporation
Vermont Gas Systems, Inc.
Wakefield Municipal Gas 8< Light Department
Washington Gas
Wisconsin Electric - Wisconsin Gas
Westfield Gas & Electric Light Department
Wisconsin Public Service Corporation
Wyoming Gas Company
Xcel Energy
Yankee Gas Services Company

40,041
2,991
2,862

43,284
500

233,042
500

306,330
18,874

518
362,241
283,582

2,430
83,532
2,848

309,397
181,985

Total Distribution Member Company Dues $ 15,437,156

Cateoorv General Fund Dues

Full Member Company Dues $ 15,437,156

Limited Member Company Dues 684,188

International Company Dues 155,000

Associate Dues 285,315

Total General Fund Dues $ 16,561 ,660
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AMERICAN GAS ASSOCIATION
Schedule of Directors and Officers

Salary Expense
2002

Tide, Name and Address Compensation CoMe. to Employee
Bereft Plans

Chairman of the Board

William Michael Warren Jr.
Birmingham, Alabama

Not compensated
by the Association *

Not compensated
by the Association*

First Vice Chairman

Richard G. Reiter
Portland, Oregon

Not compensated
by the Association.

Not compensated
by the Association.

Second Vice ChaiIma11**

Robert W. Best
Dallas, Texas

Not compensated
by the Association

Not compensated
by the Association.

President

David N. Parker
McLean, Virginia

$1,217,798 $281,047

Chief Financial and Administrative Officer

Kevin M. Hardardt
Great Falls, Virginia

$228,659 $42,593

General Counsel

Kevin B. Bedford
Arlington, Virginia

$198,704 $45,622

Executive Vice President

Roger B. Cooper
Washington, D.C.

$258,675 $50,281

Executive Vice President

Richard D. Shelby
MCL€8D, VA

$288,884 $49,976

Senior Vice President and Corporate Secretary

Jay Cowan
Fairfax Station, VA

$192,479 $45,075

Senior Vice President

Lori S. Traweek
Centreville, VA

$197,146 $35,673

The Chairman of the Board and other Board members, with the exception of those listed above, receive no compensation
from the Association. The Chairman of the Board is reimbursed for ordinary and necessary expenses associated with
Chaimlan's duties. Compensation shown is IRS 990 amount Part V for the 2002 calendar year.

* * There are forty-two other Board members not listed as they receive no compensation,
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SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE

DOCKET no. G-01551A-07-0504
* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G~01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-2:

AGA dues and benefits. Refer to SWG Rebuttal Exhibits RLA-1 and FLA-2
attached to Randi Aldridge's testimony. (a) Is Kevin Hardardt being presented as a
witness in this proceeding? If not, explain fully why not. (b) Has Mr. Hardardt ever
presented testimony on AGA activities in any other regulatory proceedings? If so,
please list each such proceeding (jurisdiction, docket number, uti l i ty, date
testimony was filed). (c) Has Mr. Hardardt ever been cross examined on any
testimony he filed in any jurisdiction regarding AGA activities? If so, please identify
each instance and provide the transcript of such cross. (d) Has Mr, Hardardt ever
been deposed concerning any testimony he filed in any jurisdiction regarding AGA
activities? If so, please identify each instance and provide the transcript of such
deposition(s). (e) Please provide all workpapers, calculations, studies and
documents relied upon by Mr. Hardardt. (f) Please tie each AGA benefit claimed by
Mr. Hardardt to a category of the AGA 2007 budget as listed on Exhibit RLA-2. (g)
Please provide all correspondence between SWG and AGA and between SWG
and Mr. Hardardt concerning his rebuttal testimony, including a copy of the
agreement and fees for such testimony. (h) identify each AGA function listed on
SWG Rebuttal Exhibit RLA-2, sheet 1 of 1 which supports AGA lobbying. (i) Show
exactly by AGA budget function where the 2% of member dues devoted to the
narrow definition of lobbying under IRC section 162 resides.

Respondent; Revenue Requirements

Response:

The information provided by AGA to Southwest to be used in the response to Staff
data request no. STF-12-1 was presented as rebuttal exhibits, not rebuttal
testimony. Southwest is not presenting an additional witness for AGA dues.
Southwest did not pay AGA to provide information to respond to StafFs data

(Continued on Page 2)
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*

313-002
Page 2

Response to ACC-STF-13-2: (continued)

requests with regard to AGA dues. Rather, AGA provided this information to assist
Southwest in its explanation why it is appropriate to recover its AGA dues in rates.
Southwest did not ask AGA to provide the information in the form of testimony, and
due to time constraints, the Company did not request that AGA reformat its
response. Southwest has already provided Staff with all the information it received
from AGA, and Southwest is not in possession of the requested additional
information.



241-079
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504 EXHIBIT

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-1

(ACC-STF-1 -1 THROUGH ACC-STF-1 -99)

48

DOCKET NO.:
COMMISSIOn
DATE OF REQUEST:

G-01551 A-07-0504
ARIZONA CORPORATION COMMISSION
NOVEMBER 9, 2007

Request No. STF-1-79:

Payroll. Please provide the budgeted and actual range of merit increases and
average merit increases for 2003, 2004, 2005, 2006 and 2007 to date.

Respondent: Human Resources

Response:

Please see the attached schedule.
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Injuries and damages. On its internal accounting and budgeting reports for 2006,
please show exactly how Southwest allocated the cost of the May 2005 gas leak
fire between its operations in the various jurisdictions (Arizona, Nevada, California,
FERC and other). include specific documents and workpapers showing the
allocation.

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

Request No. ACC-STF-13-18:

Respondent: Revenue Requirements

SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE

DOCKET no. G-01551 A-07-0504
* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

G-01551 A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

313-018

5-24-
MM

EXHIBIT

r
z
1
I
4
J
5
|

Resoonsez

Attached is a worksheet which details the self-insured charges recorded for the
year 2005 and charged directly to rate jurisdictions. The $1 million self-insured
retention related to the May 2005 incident was charged directly to Arizona
operations in October 2005. The $10 million aggregate was charged to System
Allocable in December 2005. Also attached is a copy of the December 2005
monthly operating report for Southwest's corporate stay' departments, including
General Counsel, which includes the Legal Department. The December 2005
current month charges of $11,357,229 includes the $10 million self-insured
aggregate.
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BEFORE THE ARIZONA CORPORATION COMMISSION1

2

3

4

COMMISSIONERS
MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCHMILLER
KRISTIN K. MAYES
GARY PIERCE

EX\'\\B\T

DOCKETNO. G-01551A-07-0504
5

6

7

8

9

IN THE MATTER OF THE APPLICATION OF
SOUTHWEST GAS CORPORATION FOR
THE ESTABLISHMENT OF JUST AND
REASONABLE RATES AND CHARGES
DESIGNED TO REALIZE A REASONABLE
RATE OF RETURN ON THE FAIR VALUE
OF ITS PROPERTIES THROUGHOUT
ARIZONA.

NOTICE OF FILING UPDATED RATE
DESIGN SCHEDULES OF STAFF
WITNESS FRANK RADIGAN

10

The Utilities Division ("Staflf") hereby files the revised Rate Design schedules of Staff

12 Witness Frank Radigan which have been updated to reflect the changes to Staff Witness Ralph

13 Smith's proposed revenue requirement in his Surrebuttal Testimony.

11

14 RESPECTFULLY SUBMITTED this 4th day of June, 2008.

15 I

16

17 4
18 *)

19

20

,(,<A</~
Maureen A. Scott. Sent Staff Counsqzi
Kevin 0. Torrey, Staff A't~torney
Charles H. Hains, Staff Attorney
Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 8500721

22

23

24

25

Original and thirteen (13) copies
of the foregoing filed this
2nd day of June 2008 with:

26

27

Docket Control
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 8500728

l II II 1_



1 Copies of the foregoing mailed
this 4th day of June 2008 to:

2
Debra Jacobson

3 Southwest Gas Corporation
Post Office Box 98510

4 Las Vegas, Nevada 89193-8510

5

6

7

Karen S. Halley
Southwest Gas Corporation
5241 Spring Mountain Road
Las Vegas, Nevada 89150

8

9

Scott S. Wakefield, Chief Counsel
RUC()
1110 West Washington, Suite 220
Phoenix, Arizona 85007

10

11

12

Timothy M. Hogan
Arizona Center for Law in the Public Interest
202 East McDowell Road, Suite 153
Phoenix, Arizona 85004
Attorneys for SWEEP

13

14

Jeff Schlegel
SWEEP Arizona Representative
1167 West Samalayuca Drive
Tucson, Arizona 85704-3224

15

16

17

Michael M. Grant
Gallagher & Kennedy
2575 East Camelback Road
Phoenix, Arizona 85016-9225
Attorneys for AIC

18

19

20

Gary Yaquinto
Arizona Investment Council
2100 North Central Avenue, Suite 210
Phoenix, Arizona 85004

21

22

Joseph Banky
The Meadows HOA
6644 East Celle Alegria
Tucson, Arizona 85715

23

24

25 I Q

27

28

26
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Line

No.

2

1

3

4

7

8

g

10

5

6

11

SalesService

Residential Gas Service

Multi-Family Residential Gas Service

Low Income Residential Gas Service

Low Income Multi-Family Residential

Special Residential Gas Service

Master Metered Mobile Home Park

Gas Service

General Gas Service

Small

Medium

Large
Transpiration Eligible

Optional Gas Service

Description

la)

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

SPREAD OF REVENUE INCREASE BY CUSTOMER CLASS
FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Proposed

Schedule
Number

(b)

G-10

G-11

G-15

G-20

G-5

G-25

G-6

G-30

s 19,339,773

Increase/(Decrease) [11
Dollars Percent

(e) (f)

462,439

1 ,199,770

3,449,366

1,967,127

478,973

414,935

23,903

54,776

4,ss1

o

7.67%

7.22%

6.15%

4.98%

6.45%

5.63% e

5.88%

4.94%
6.51 %

9.79%

0.00%

Line

No.

2

1

3

4

5

7

8

g

10

11

G-40 20,258 16.38% 12
12 Air Conditioning Gas Service

G-45 5.581 9_99% 13
13 Street Lighting Gas Service

G-55

14

15

16

Gas Service for Compression on

Customers Premises

Small

Large

Residential

2,923

43,897

2,272

8.01%
10.B4%
8.91%

14

15

16

Electric Generation Gas Service G-50 406,651 16.08% 17
17

G-75 268,999 8.66% 18
18 Small Essential Agriculture User Gas Service

G-80 217,006 8.4B% 19
19 Natural Gas Engine Gas Service

s 28,3631180 7_38% 20
20 Total Sales and Full Margin Transportation

B-1 0 0.o0% 21
21 Special Contract Service

0 0.00% 22
22 Other Operating Revenue

Total Arizona Revenue
s 28,363,180 7,10% 23

23

[1] Schedule H-1, Sheet 1.
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Line
No.

7
8

9
10

11

12

2

13

4

3

1

6

5

Sales Service
Residential Gas Sewiue

Low Income Multi-Family Residential

Multi-Farnily Residential Gas Service

Low \income Residential Gas Service

Special Residential Gas Sewlce

Mosier Metered Mobile Home Farm
Gas s¢wi¢¢

General Gas Sewioe
Small
Medium
Large
Transportation Eligible

Optional Gas Service

Air Conditioning Gas Service

Street Llghting Gas Service

Description

(H)

SOUTHWEST GAS CORPORATION

ARIZONA mvzslon
SUMMARY OF REVENUES AT PRESENT AND PROPOSED RATES

FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Proposed
Schedule
Number

(in

G-10

G-11

G-15

G-20

G-25

G30

G-40

G-45

G-s

G-6

$ 522,983,992

12,570,421

65,948,670
192,418,129
109,757,012

Revenues
Present Proposed

Rates m Rates 121

( ° ) (4)

13,909,415

12,732,540

44,143,512

3,055,730

1,130,238

202,889

937,365

151,684

s 542,323,765

13,032,860
88,148,440

195,867,495
111324,139

13,211,513

14,324,351

44,143,512

3,110,506

1 I 150,495

207,400

961 ,ass

157_255

s 19,339,773

Increased(Decvease)
Dollars Percent

(e) (9

462,439
1,199,770
3,449,366
1,967,127

478,973

414,935

23,903

54,775

20,257

4,531

5,581

o

3.78%

3.70%

2.98%

2.55%

2.23%

1 Jo.

3.68%
1.79%
1.79%
1.79%

1.79%

0.00%

3.68%

Line
No.

12

7
a
9
10

11

13

2

4

3

1

5

s

G-55

14
15
16

Gas Service tor Compression on
Customers Premises

Small
Large
Residential

202,767
2v335,082

97,958

205,590
2,378,979

100,240

2,923
43,897

2.272

1 .44%

1.88%
2.32%

14
15
16

17 Electric Generation Gas Service G-60 22,693,026 23,099,677 406,651 1.79% 17

18 Small Essential Agriculture User Gas Service G-75 15,005,871 15,274,870 268,999 1 .79% 18

Natural Gas Engine Gas Service G-80 12,108,786 12,325,792 217,006 1.79%19
20
21 Total Gas Sa\es $1 ,033,385,078 s 1,061,748,257 s 28,363,179 2.74%

19
20

21

22 Special Contract Service B-1 2,525,029 2,528,029 o 0.00% 22

23 Other Operating Revenue 12,261,805 12,261,805 0 0.00% 23

24 Total Arizona Revenue s 1_07s,s3a,092 2.71% 24$1,048.174,91a s 2B,363,179

25 Total Requirement s 1,076,538,017 25

26 Over/(Under) Requirement s 75 26

[1] Schedule H-2, Sheets 1-4, including estimated gas cost for iransporation customers.
[2] Schedule H-2, Sheets 5-9, including estimated gas cos\ for transportation customers.
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Line
No.

7
a
9

10

11

2

13

12

4

3

6

1

5

Sales Service
Residential Gas Service

Low Income Residential Gas Service

Multi-Family Residential Gas Service

Low Income Multi-Family Residential

Master MeteredMobileHomePark
Gas Service

SpecialResidentialGas Service

Air ConditioningGas Service

General Gas Sewlce
Small
Medium
Large
Transportation Eligible

Optional GasService

Street Lighting Gas Service

Describion

(8)

SOUTHWEST GAS CORPORATION
ARIZONA DIWSION

SUMMARY OF MARGIN AT PRESENT AND PROPOSED RATES
FOR THE TWELVE MONTHS ENDED APRIL 30, ZD07

Proposed
Schedule
Number

(b)

G-10

G-15

G-11

G-20

G-25

G-30

G-40

G-45

G-6

G-5 s 252,170,209

Present
Rates 111

(=)

7,867,642
24,310,776
53,003,981
20,088,639

6,335,205

6,749,399

3,255,998

480,391

972,093

123,697

70,281

55,850

Marqln

s 271,509,982

Prvpused
Rates[21

(d)

a,330_oa1

25,510,546
56,453,347
22,055,76G

7,114,178

7,164,334

1 ,02S,B69

3,2551998

504,294

143,955

74,812

61,431

s 19,339,773

Increase/(Decrease)
Dollars Percent

(9) (f)

462.439
1,199,770
3,449,356

1,967,127

478,973

414,935

23,903

s4,77s

20.25B

4,531

s_sa1

o

16.38%

7.22%

4.98%

7.67%

8.15%

6.45%

5.53%

5.88%

4194°/1
6.51%
9.79%

0.00%

9.99%

Line
No.

7
a
9
10

12

11

13

2

4

3

5

1

s

G-55

14
15
16

Gas Service for Compression on
Customer's Premises
Small

Lame
Residential

36,474
404,946
25,489

39,397
44a,a4a
27,761

2,923
43_897
2,272

8.01%
10.84%
8.91%

14
15
16

17 Electric Generation Gas Service G-60 2,529,330 2,935,981 406,651 16.08% 17

la Small Essential Agriculture User Gas Service G-75 3,104,924 3,373,923 268,999 8.56% 18

19 Natural Gas Engine Gas Service G-80 2,559,519 2,776,525 217,006 8.4B% 19

20 Total Sales andFun Margin Transportation s 384,444,843 s 412,808,023 $ 28,363,180 7.3B% 20

21 Special Contract SeMce B-1 2,528,029 2,528,029 o 0.00% 21

22 OtherOperating Revenue 12,261,805 12,261,805 c 0.00% 22

23 Total Arizona Revenue s 399,234,678 $ 427,597,858 s 28,363,180 7.10% 23

24 Total Requirement s 427,597,783 24

25 Overl(Under) Requirement s 75 25

[1] Schedule H-2, Sheets 1-4.
[2] Schedule H-2, Sheets 5-s.
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Line
No.

8
9

ID
11

2

12

13

3

4

1

14

6

5

7

Sales Service
Residential Gas Service

Low Income Residential Gas Service

Special Residential Gas Service

Multi-Family Residential Gas Service

Low Income Multi-Famlly Residential

Master Metered Mobile Herne Park

Gas Service

General Gas Service
Small
Medium
Large
Transpiration Eligible

Air Conditioning Gas Service

Optional GasSewlce

Street Lighting Gas Service

Total Residential

Description

(a)

SOUTHWEST GAS CORPORATION
ARLZONA mvlslon

SUMMARY OF GAS cosT AT PRESENT AND PROPOSED RATES

FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Schedule
Number

(b)

G-10

G-11

G-15

G-20

G-25

G-30

G-40

G-45

G-5

G-6

s 270,813,783

s 284,660,697

4,702,779
42,637,894

139,414,148
89,668,373

Present
Rates 111

(¢)

40,887,514

7,160,017

6,0971335

2,083,537

1.00s.541

455,974

132,588

ss,sa4

Gas Cost
Proposed
Rates tz1

(d)

s 270,813,783

s 284,660,597

4,702,779
42,637,894

139,414,145
89,658,373

40,BB7,514

5,097,335

7,1601017

2,083,637

1,0054549

456,974

132,588

95.834

s

s

Increase/(Decrease)
Dollars Percent

(e) m

(1)

o

o

o

0

0

0

0

0
0
o
D

D

0

( 0,00%)

o.0o%

0.00%

0.00%

0.00%

0.00%

G.00%

0.06%

0.09°/n
0.o0%
O.D0%
0.00%

0.00%

0.00%

Line
No.

B
9

l a
11

12

14

2

4

13

3

1

5

6

7

G-55

15
16

17

Gas Service for Compression on
Customers Premises

Small
Large
Residential

166,293

1,930,136
72,479

166,293
1,930,136

72,479

0

o
0

0.00%
0.00%
0.00%

15

16
17

18 Electric GenerationGas Service G-so 20,163,595 20,163,696 D 0.00% 18

19 Small Essential Agriculture User Gas Service G-75 11,900,947 11,900,947 0 0.0D% 19

20 Natural Gas Engine Gas Service G-80 9,549,267 9,549,267 0 0.oo% 20

21 Total Gas Sales s 648,940,235 s 648,940,234 S( 1) 21

22 Special Contract Sewioe B-1 o 0 o la 22

23 Other Operating Revenue o g 0 n/a 23

24 Total Arizona Revenue s 848,948,235 s s48,940,2m s( 1> ( D.00%) 24

[1] Schedule H-2, Sheets 1-4.

[2] Schedule H-2, Sheets5-9.
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Staff Bill Comparison

Attachment (FWR-3)
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Line
No.

10

3

4

2

1

5

6

7

8

9

Average Summer Use [1]

75 Percent Average Use

Summer Season Bllls

Minimum Bill

V\hn!er Season Bills

125 Percent Average Use

Average Venter Use [1]

75 Percent Average Use

Minimum Bill

150 Percent Average Use

125 Percent Average Use

150 Percent Average Use

Description

(8)

SOUTHWEST GAS CORPORATION

ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES

G . 5 _ SINGLE-FAMILY RESIDENTIAL GAS SERVICE

Monthly
Consumption

(Thermo)

(b)

Amount
9.70

20

12

16

24

42

56

70

84

o

0

Monthly Be
At Currently At Proposed

Effective Tariff
Rates Rates

(c) (U)

111.19

131.92

33.36

27.45

39.28

45.19

71.53

91.65

9.70

9.70

$

$

s

s

s

s

s

s

s

115.35

136.28

28.54

34.52

10.70

45.58

40.50

73.49

94.42

1o.7o

s

s

s

s

Increase/(Decrease)

Dollars Percent

(e) (f)

1 .00

1.32

1.19

1.26

1.39

2.76

4.36

1.00

3.55

1.96

10.31%

10.31%

4.34%

3.78%

3.36%

3.08%

2,74%

3.18%

3.31%

3.01%

Line
No.

10

4

2

a

1

s

6

7

8

9

s

0.54200
0.50100

Effsckive Tariff Rates [21
Basic Service Charge per Month
Commodily Charge Summer

First 15 Therms
Over 15 Thermo

Commodity Charge Venter
First 35 Therms
Over as Therms

0.54200
0.50100

Gas Cost s 0.93689

s 10.70

0055810
0.55810

Proposed Tariff Rates 131
Basic Service Charge per Month
Commodity Charge Summer

First 15 Therms
Over 15 Therms

Commodity Charge V\hr1ter
First 35 Therms
Over 35 Therms

G.55810
0.55810

Gas Cos! s assess

[1] Workpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including all adjustments.
[3] Schedule H-3, Sheets 1 - 3.

I
l



Line
Na.

2

10

4

1

:s

5

7

6

9

B

Summer Season Bills

Minimum Bill

75 Percent Average Use

Average Summer Use [1]

125 Percent Average Use

V\Nrlter Season Bills

150 Percent Average Use

Minimum Bill

75 Percent Average Use

Average Winter Use [1]

125 Percent Average Use

150 Percent Average Use

Description

(H)

SOUTHWEST GAS CORPORATION
ARIZONA DNISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
G - s -1 MULTI-FAMILY RESIDENTIAL GAS SERVICE

Monthly
Consumption

(Therms)

(b)

12

15

18

23

30

45

38

0

s

0

Month\y Bill
At Currently As proposed

Effective TadR
Rates Rates

(c) (4)

22.o1

26,45

30.88

42.71

35.32

54.90

53.07

75.05

8.70

8.70

s

s

$

s

s

s

s

s

s

s

23.15

32.12

27.64

36.61

44.08

66.51

54.55

78.97

9.70

9.70

s

s

s

s

Increase/(Decrease)
Dollars Percent

(e) (0

1.00

1.19

1.14

1.24

1 .29

1.o0

1.37

1.48

1.51

1.92

11.49%

11.49%

4.02%

4.50%

5.18%

3.65%

3.21%

2.79%

2.48%

2.56%

Line
No.

2

10

4

1

3

5

6

7

a

9

Q.
\1

s
Amount

8.70

s 0.54200
0.50100

Effective Tariff Rates [21
Basic Sewioe Charge per Month
Commodity Charge Summer

First 20 Therms
Over 20 Therms

CommodRy Charge Vihnter
First 40 Thermo
Over 40 Thermo

s 054200
0.50100

Gas Cost 0.93689

s 9.70

$
s

0.54883
0.54083

Proposed Tariff Rates [3]
Basic Service Charge per Month
Commodity Charge Summer

First 7 Thermo
Over 7 Thermo

Commodity Charge Vihnier
Firs! 18 Thermo
Over LB Therms

s
s

0.54983
0.54083

Gas Cost s 0.93589

[1] Workpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including all adjustments.
[3] Schedule H-3, Sheets 1 - 3.
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Line
No.

2

1

4

3

10

5

6

7

a

9

Minimum Bill

Summer Season Bills,

Average Summer Use [1]

75 Percent Average Use

\Ahnter Season Bl\ ls

125 Percent  Average Use

Minimum Bill

150 Percent  Average Use

75 Percent  Average Use

Average Winter Use [1]

125 Percent Average Use

150 PerceniAverag e Use

Descr ipt ion

(H)

G - 5 5

S O UT HWE S T  G AS  CO RP O RAT I O N
ARIZ O NA DIV IS IO N

PRO PO SED vs.  CURRENT L Y EF F ECT IVE RAT ES
G AS SERVICE F O R CO MPRESSIO N O N CUST O MER PREMISES .  SMAL L

Monthly
Consumpt ion

(Therms)

(b)

11

2 5

1 9

31

3 8

5

7

0

9

0

s

s

s

s

s

$

s

$

$

$

Monthly Bill
At  Current ly At  Proposed

Ef fect ive Tar i f f
Rat es Rat es

(0) (d)

25. 00

30. 53

32.75

34.96

37.18

46.03

25.00

52,67

59.31

67.05

s

s

$

s

s

s

s

$

s

s

27. 50

33. 10

35. 34

37. 58

39. 82

27, 50

48. 78

62.21

55.50

70.05

s

s

s

Increased(Decrease)
Dollars Percent

(e) ( 0

2 . 50

2. 56

2. 59

2. 62

2. 64

2. 50

2. 75

2. 82

2 . 90

2. 99

10.00%

10.00%

8. 40%

7. 91%

7 ,48%

7.11%

5.96%

5.36%

4. 89%

4. 45%

U n a
No.

2

3

1

4

5

1 0

e

7

8

9

s
Amount

25 . 00
Effect ive Tarif f  Rates [21
Basic Service Charge
Commod ity Charg e

All Usage s 0.17000

Gas Cost s 0. 93689

$ 27. 50
Proposed Tarif f  Rates Is]
Basic Service Charge
Commod ity Charg e

All Usag e $ 0.18292

Gas Cost s D.936B9

[ 1 ]  Wor k paper s ,  S c hed u le  H - 2 ,  S hee t s  1 - 4 .
[ 2 ]  Ra t es  e f f ec t i ve  M ay 1 ,  2007  inc lud ing  a ll ad jus t m ent s .
[ 3 ]  S ched u le  H-3 ,  S hee t s  1  -  3 .



Line
No.

2

3

1

4

5

10

6

7

a

9

Summer Season Bills

Minimum Bill

75 Peroenl Average Use

Average Summer Use [1]

125 Percent Average Use

Venter Season Bills

Minimum Bill

150 Peroeni Average Use

75 Percent Average Use

Average Venter Use [1 ]

125 Percent Average Use

150 Percent Average Use

Description

(H)

G - 55

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
GAS SERVICE FOR COMPRESSION ON CUSTOMER PREMISES - LARGE

Monthly
Consumption

(Therms)

(b)

19,080

12,eoo

1B,900

22,e04

12,055

15_os9

7,sso

9,041

o

0

s

s

$

s

s

s

s

s

s

s

Monthly Bill
At Currently At Proposed

Effective Tariff
Rates Rates

(=) (d>

11,347.45

21,110.22

14,135.81

10,197.39

13,533.56

25,210.14

16,869.73

8,558.09

190.00

190.00

s

s

s

s

s

s

s

s

s

s

21 ,414.41

11,537.68

14,359_81

10,374.20

13,749.31

11,124.42

25,562.19

8,715.76

250.00

250.00

s

s

\ncreasel(Decrease)
Dollars Percent

(8) (f)

222.79

157.68

190.23

304.19

215.75

254.69

176.81

352.04

60.00

60.00

31.58%

31.58%

1.B4%

1.68%

1.5B%

1.44%

1.73%

1.59%

1.51%

1.4o%

Line
No

2

3

1

4

5

10

7

a

8

9

s
Amount

190.00
Effective Tari'H Rates [2]
Basic Service Charge
Commodity Charge

All Usage 0.1700

Gas Cost $ 0.93689

s 250.00
Proposed Tariff Rates IB]
Basic Service Charge
Commodity Charge

All Usage 0.18292

Gas Cost s 0.93689

[2] Rates effective May 1, 2007 including all adjustments,
[3] Schedule H-3, Sheets 1 - 3.
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Line
No.

10

4

2

3

1

5

6

7

g

B

Average Summer Use [1]

75 Percent Average Use

Summer Season Bills

Minimum Bill

Winter Season BilI§

125 Percent Average Use

75 Percent Average Use

150 Percent Average Use

Average vwmer Use [1 ]

Minimum Bill

125 PercentAverage Use

1st Peuoent Average Use

Description

(8)

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
G u 55 an GAS SERVICE FOR COMPRESSION ON CUSTOMER PREMISES v RESIDENTIAL

Monthly
Consumption

(Therm=>

(b)

113

45

75

en

45

60

75

90

o

0

s

s

s

s

s

$

s

s

s

s

Monthly Sm
Al Cunenily At Proposed

Effective Tariff
Rates Rates

(c) (4)

134.78

109.32

76.11

59.51

92.72

59.51

75.11

92.72

9.70

9.70

s

s

s

s

s

s

s

s

s

s

137.24

111,48

77.89

81.09

94.89

10.70

77.B9

$1.09

94.69

10.70

s

$

lnaeaseJ(Decrease)
Dollars Percent

(e) (f)

2.46

1.00

1.58

1.78

1.97

1.00

1.58

2.16

1.97

1.78

10.31%

10.31% 6

2.33%

2.66%

2.12%'

2.33%

1.83%

2.66%

2.12%

1,9494

Line
No.

10

2

4

s

3

1

7

B

9

Amount
s 9.70

Effective Tariff Rates [21

Basic Service Charge

Commodity Charge

All Usage 0.1700

Gas Cost s 0.93689

s 10.10
Proposed Tariff Rates [3]

Basic Sewioe Charge

Commodity Charge

Al l Usage 0.18292

Gas Cost $ 0.93689

[1] Workpapers, Schedule H-2, Sheets 1-4.

[2] Rates effective May 1, 2007 including all adjustments.

[3] Schedule H-3, Sheets 1 - 3 .
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Y

Line
No.

2

1

3

4

5

6

10

7

8

9

Summer Season Bills

is Percent Average Use

Average Summer Use [1]

Minimum Bill

Winter Season Bil\s

125 Percent Average Use

150 Percent Average Use

Minimum Bill

Average Winter Use [1]

75 Percent AverageUse

125 Percent Average Use

150 Percent Average Use

Description

to)

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
G . 75 ,, ESSENTIAL AGRICULTURAL USER GAS SERVICE

Monthly
Consumption

( l̀'herms)

(b)

11,934

13,043

4,774

6,365

1_sss

s,217

6,956

8,s95

0

0

s

s

$

s

s

s

s

s

s

s

Monthly Bill
At Currently At Proposed

Effective Tariff
Rates Rates

(C) (d)

13,503.23

14,749.69

5,455.74

7,243.95

9,032.15

5,953.85

7,908.20

9,862,75

90.00

90.00

s

$

s

s

s

s

s

$

s

s

133739.80

10,943.26

155005,45

7,384.12

5,588.38

9,199.87

6,073.96

8,058.61

120.00

120.00

s

s

lncraaseI(Decrease)
Dollars Percent

(e) (0

112.54

140.18

167.72

236.58

120.31

150.41

255.77

180.51

a0.oo

30.00

33.33%

33.33%

2.05%

1.94%

1.86%

1.75%

2. 02%

1.90%

1.83%

1.73%

Line
No.

1

2

4

3

5

lo

7

s

a

9

s
Amount

90.00
Effective Tariff Rates [21
Basic Service Charge
Commodity Charge

All Usage s 0.22300

Gas Cost s 0.90095

s 120.00
Proposed Tariff Rates 13]
Basic Service Charge
Commodity Charge

All Usage s 0.24031

Gas Cost s 0.90095

[1] Workpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including all adiuslmenls.
[3] Schedule H-3, Sheets 1 - 3.
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I.

Line
No.

2

1

4

3

5

10

6

7

B

9

75 Percent Average Use

Average Summer Use [1]

Minimum Bil!

Summer Season Bills

V\hr\terSeason Bills

150 Percent Average Use

125 Percent Average Use

75 Percent Average Use

Average Winter Use [1]

MinimumBill

125 Percent Average Use

150 Percent Average Use

Description

(H)

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
G . 80 .~ NATURAL GAS ENGINE GAS SERVICE-PEAK SEASON

Monthly
Consumption

(Tharms)

(B)

2,650

1,955

3,313

a_ata

2.609

1,043

1,a91

1 ,vas

0

0

s

s

s

s

s

$

s

s

s

s

Monthly Bill
Al Currently AL Proposed

Effective Tariff
Rates Rates

(b) (c)

2,500.06

1,89B,80

3,101.33

3,101.33

2,357.85

1,262.43

1,578.26

946.60

95.D0

0,00

s

s

s

s

s

s

s

s

s

s

2,558.31

3,155.64

1,949.98

3,156.54

2,395.66

1,277.26

1,596.80

125.00

957.71

0.00

s

s

Increased(Decrease)
Dollars Percent

(d) (e)

30.00

51.18

58.25

55.31

65.31

11.11

27.81

14.B3

18.54

0.00

31.58%

2.70%

2.33%

2.11%

2.11%

0.00%

1.17%

1.17%

1.17%

1.17%

Ume
No.

s
Amount

95.00
Effective Tariff Rates [2]
Basic Service Charge
Commodity Charge

All Usage s 0.17700

Gas Cost s 0.73057

s 125.00
Proposed Tariff Rates [31
Basic Service Charge
Commodity Charge

All Usage s 0.18766

Gas Cost $ 0.73057

[1] Workpapers, Schedule H-2, Sheets 1-4,
[2] Rates effective May 1, 2007 including all adjustments.
[3] Schedule H-3, Sheets 1 - 3.
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Line
No.

10

2

a

1

4

5

a

1

s

g

Average Summer Use [1]

75 Percent Average Use

75 Peltanl Average Use

Minimum Blll

SummerSeasonBllls

WMer Season Bills

125 Percent Average Use

150 Percent Average Use

Average Nnter Use [1]

Minimum Blll

125 PercentAverage Use

EfiecliveTariff Rates [2]
Basic Service Charge
CommodityCharge

NI Usage

150 PercentAverage Use

Desaipiion

(s)

G-2 0 Q

SOUTHWEST GAS CORPORATION
ARIZONA DNISION

pRoposEd vs. CURRENTLY EFFECTIVE RATES
MASTER METERED MOBILE HOME PARK GAS SERVICE

Amount
s 60.00

s

Monthly
Consumption

(Theme)
(b)

0.38400

2.235

1 ,788

14,353

1 , 9 1

354

472

590

B85

o

c

Monthly Bill
A! Cunentiy Al Proposed

Efledive Tariff
Rates Rate:

(Q) w)

4,488.94

2,421.75

1,228.99

3,012.19

1,831 .31

839.33

527.50

583.45

sons

60.00

1 .252.09

4,559.72

3,051 .37

2,482.30

1 ,B83.22

856,72

69B.58

540.43

se.oo

86.00

s

s

lnaeasel(Dec1esse)
Dollars Pevcenl

(e) m

12.83

70.78

31.91

23.10

15.12

49.18

17.39

40.55

6.00

6.00

10.00%

10.00%

2.07%

2.21%

2.43%

1 .BB%

158%

1.74%

1 .67%

1.63%

Llne
No.

2

3

6

1

4

7

5

Gas Cost, all term s s 0.93689

s 85.00
Proposed TariffRates [3]
Basic Service Charge
Cnmmodi\y Charge

All Usage s 0.40332

Gas Cost, all terms s 0.93589

[1] Workpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including at! adjustments.
[3]  Schedule H-3, Sheets 1 - 3.



Line
Nb.

10

3

4

2

1

5

1

e

9

B

Average Summer Use [1]

75 Percent Average Use

Minlmum am

Summer Season Bills

Winer Season Bins

Average WriterUse [1]

75 Percent Average Use

150 PenzeMAverage Use

125 Pewenl Average Use

Minimum Bill

125 Percsni Average Use

150 Perren! Average Use

Desaipiion

(=)

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTNE RATES
G . 25(5) v GENERAL GAS SERWCE . SMALL

Monthly
Consumxrdon

cvhemw)

(b)

20

10

13

29

49

39

14

o

B

0

s

s

s

s

s

S

s

s

s

s

Monthly am
Al Currently At Proposed

Eiiedlve Teri#
Rules Raina

(C) (d)

135.91

25.00

36 .99

30.62

44 .48

54.98

:Sm

68.47

83.45

98.44

s

s

s

s

s

s

s

s

$

s

100.53

137.79

39.42

27.50

45,88

33.04

27.50

57.31

70.T2

85.63

s

s

\ncreasel(Declaass)
Dollars Percent

(Q) (f)

2.43

2.50

2.33

2.39

2.42

2.50

2,17

2.26

2.09

1.88

10.00%

10.90%

6.5B%

7.89%

5.37%

4.24%

2.50%

330%

2.12%

1 ,CB%

Una
Nu.

10

4

3

2

G

5

1

7

8

9

s
Amount

25.00
Efleciive TsritT Rates [2]
Basic Service Charge
Commodity Charge

All Usage s 0.56217

Gas Cost. all lhemrs s 0.93667

s 27.50
Proposed TariffRajas [3]
Basic Service Charge
Commodity Charge

All Usage s 0.55379

Gas Cost. an lhemr: s 0.93567

[1] W orkpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including all adjustments.
[3] Schedule H-3, Sheets 1 - a.
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Line
No.

2

a

1

4

5

10

s

7

8

9

Summer Season Bills

75 Percent  Average Use

Minimum Bill

Average Summer  U se (1)

125 Percent  Average Use

15D Percent  Average Use

Wint er Season Bills

Minimum Bill

75 Pemeni Average Use

Avelage Writer Use [1]

1z5 Percent Average Use

150 Perren\ Average U se

Description

(8)

S O U T H WE S T  G A S  C O R P O R A T I O N
A R I Z O N A  D N I S I D N

PROPOSED v s .  CURRENT L Y EF F ECT IVE  RAT ES
G  .  25( M)  _  G E N E R A L  G A S  S E R WC E  .  ME D I U M

s

Monthly
Consumption

(Themes)

(b)

Amount
33 . 00

115

2 8 7

1 5 3

191

2 3 6

3 1 5

3 9 4

5 91

0

0

s

s

s

s

s

s

s

s

s

s

Monthly B il l
AL Cunenlly Al Proposed

Ef ledive Tsr l f !
R a t es Rates

(C) Cd)

235. 4B

185.95

287. 02

414 . 70

451 .94

a4s . a7

557.01

B19.01

33 . 00

33 . 00

s

s

s

s

s

s

s

s

s

s

194.34

244.1B

419. 94

294. 02

456 . 66

3 5 3 . 04

550. 28

81 a.e7

43 . 50

43 . 50

s

s

s

lnc lease I ( D eaeasa)
D ol lar s Fervent

<e) ( f )

10. 50

1o.so

7 . 69

B .39

(0.34)

7 , 00

5.24

6. 17

4. 72

3. 27

( 0 . 04% )

31 .B2%

31 .8295

4 . 51%

3 . 25%

2. 44%

1 2 6 %

1 . 7 8 %

1 9 5 %

0 . 5 9 %

L ine
No.

2

1

3

4

1 0

5

7

e

8

9

EffedlveTari1T Rates [2]
Basic Service Charge
Commodity Charge

AllUsage s D 3 9 3 4 9

Gas Cost ,  all themas s 0. 93547

s 4 a . s o
Proposed Tariff  Rates [3]
Basic Service Charge
Commodity Charge

All U s a g e s 0. 31515

Gas Cost. all  theirs s 0. 93647

[1] Wofkpapers, Schedule H-2, Sheets 1-4,
[2] Rates effective May 1, 2007 including all adjustments.
[3] Schedule H-3, Sheets ' l - a.

1



Line
No.

9

10

1

a

4

2

s

7

s

a

75 Pegeen! Average Use

Average Summer Use [1]

125 Percent Average Use

150 Percent Average Ur

W Mer Season Bills

Minimum Be

Sinner Season Bills

Minlmum Bil

75 Peueent Average Use

Average winter Use (1 |

125 Peuzenl Average Use

150 Pelcen\Avecage Use

Description
<=)

SOUTHWEST GAS CORPORATION
ARIZONA DMSION

PROPOSED vs. CURRENTLY EFFEC'ITVE RATES
G I 25(L) * GENERAL GAS SERWCE , LARGE

Amoulll
s 145.00

Monthly
Consumption

M~etms>
cy)

1 .239

1 .sis

1.s<ae

1,655

2,220

2,175

:s.4eo

929

o

o

s

s

s

s

s

s

s

s

s

s

Monthly am
Al Currently A\ Proposed

Effordivi Talia
Rates Rates

re) (U)

1 .2es.7a

1 ,eae.1o

2,013.58

2,480.55

2,153.62

2,828.15

3,492.70

4,329.93

145.00

145.00 -s 180,00

s

s

s

s

s

s

s

s

s

1,29421

1,672.89

2,051.17

2,523.88

2,192.80

2,870.39

a,54~/.s9

4,395.30

1 eo.oo s

s

lne1easel(Deusaxc)
Dollars pereem

Le) If)

32.99

37.49

15.00

43.11

28.49

39.18

47.23

1s.oo

55.29

85,37

10.34%

10.34%

2.25%

2.o1ss

1 _7/*

1 .less

1.82%

1.67*

1 .sees

1.51%

Line
No.

9

10

2

3

4

7

5

1

e

a

Elodivo Tariff Rates [2]
Basic Service Charge
cummmity Charge

All Usage 027211

Gas Cost, all lhemrs

s

s o,9a427

s 160,00
Proposed Tariff Rates [3\
Basic Service Charge
Commodity Ch!l\l°

All Usage s 0.28553

Gas Cost, all Ihernls s 0093427

[1] Workpapers, schedule H-2, Sheets 1-4.
[2] Rates effective May 1. 20o7 including all adjustments.
[3] Schedule H-8, Sheets 1 - 3.
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SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
G . 40 ... AIR CONDITIONING GAS SERWCE . SMALL

Una
no. Description

(H)

Mani fly
Consumption

(Thermo)

(b)

Monthly Bill
A! Cunentty At Proposed

Effective T8rll1
Rs\es Rates

(=) (6)

Increase/(Decrease)
Dollars Peiéeni

(e) (o

Line
No.

1 Minimum Bill o s 25.00 s 27.50 s 2.50 10.00%s 1

z 75 Percent Average Use z,sa8 s 2,757.58 s 2,780.75 s 23,08 0.84% 2

3 Average Use [1] 3.517 s a,s6a2a s 3,598.15 29,93 o.82% 3

4 125 Perl:en!Average Use 4,396 $ 4,578.n s 4,615.55 36.79 0.89% 4

5 150 Percent Average Use 5,495 s 5,717.22 s 5,762.5B 45.36 0.79% 5

Amount
S 25.00

Effective Tariff Rates 121
Basic Service Charge
Commodity Charge

All Usage s 0.09900

Gas cost. all theirs s 0093589

s 21.50
Proposed i`ari1T Rates 131
Basic Service Charge
Commodity Charge

All Usage s 0.10680

Gas Cos\_ all theirs s 033589

[1] Workpapers_ Schedule H~2, Sheets 1-4.
[2] Rates elective May 1, 2007 including all adjustments.
13] Schedule H-3, Sheets 1 . 3,



Line
No.

2

10

4

1

3

5

6

7

8

9

75 Percent Average Use

Average Summer Use [1]

125 Percern Average Use

Summer Season Bills

MinimumBill

Winer Season Bills

150 Percent Average Use

75 PercentAverage Use

Average Venter Use [1]

125 Percent Average Use

Minimum Bill

150 Percent Average Use

Description
(a)

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES INCLUDING DISCOUNT
LOW-INCOME SINGLE-FAMILY RESIDENTIAL GAS SERVICE

Monthly
Consumption

(Therms)
(b)

23

12

15

43

32

54

81

0

9

0

$

s

s

s

$

Monthly Bill
At Currently At Proposed

Effective Tariff
Rates Rates

(c) (d)

116.00

2a.42

19.32

27.53

38.16

ss_54

50.80

a0.14

7.00

7.00

s

s

s

$

s

s

s

s

$

$ 119.58

28.27

24.12

19.96

39.35

67.05

51.82

82.29

7.50

7.50

s

s

Increase/(Decrease)
Dollars Percent

(E) m

0.64

o.50

0.70

0.74

1 .20

0.50

2.15

1.52

1 .02

3.69

7.14%

2.9B%

3.33%

2.69%

3.13%

1.14%

2.01%

2.68%

2.32%

3. 18%

s

Line
No

10

2

3

5

4

1

6

7

8

9

s
Amount

7.00

$ 0.54200
0.50100

Effective Tariff Rates 121
Basic Service Charge per Month
Commodity Charge Summer

First 15 Therms
Over 15 Therms

Commodity Charge V\hnter
First 35 Thermo
Next 115 Thermo
Over 150 Therms

s 0.54200
0.50100
0.50100

Gas Casi, all terms 0.82689

s 7.50

s 0.55810
0.55810

Proposed Tariff Rates [3]
Basic Service Charge per Month
Commodity Charge Summer

All Usage
Over 15 Therms

Commodity Charge Venter
First as Therms
Next 115 Thermo
Over 150 Therms

s 0.55810
0.55810
0.55810

Gas Cost, all terms 0.82689

11] Workpapers. Schedule H-2, Sheets 1-4.
[2] Roles effective May 1, 2007 including all adjustments.
[3] Schedule H-a, Sheets 1 - 3.



*

7
i

Line
Nu.

10

2

4

1

3

5

5

7

B

9

l l  l  l

75 Percent Average Use

Average Summer Use [1 ]

125 Percent Average Use

Summer Season Bills

Minimum Bill

Writer Season Bil\s

Minimum Bill

75 Percent Average Use

Average V\Anter Use [1]

125 Percent Average Use

150 Percent Average Use

150 Percent Average Use

Description
(a)

SOUTHWEST GAS CDRPDRATION
ARIZONA DIVISIDN

PROPOSED vs. CURRENTLY EFFECTIVE RATES INCLUDING DISCQUNT
LOW-INCOME MULTI-FAMILY RESIDENTIAL GAS SERVICE

Mor\th\y
Consumption

(Thermo)
(b)

23

12

15

22

29

36

45

9

0

0

Monthly Bill
At Currently At Proposed

Effective T8fiff
Rates Rates

(c) (d)

27.20

23.22

37.83

19.24

45.B0

36,50

67.04

55,09

7.00

1.00

s

s

s

s

s

s

s

s

s

s

23.91

28.02

19.81

38.96

37.59

47.15

5s.74

69.05

7,50

7.50

s

s

s

s

s

s

Increase/(Decrease)
Dollars Percent

(8) (f)

0.50

0.59

0.57

0.81

0,50

1.13

1.09

2.01

1,55

1 .35

7.14%

2.95%

2.97%

2.99%

2.98%

2.98%

7.14%

2.98%

2.99%

2.99%

Line
No.

10

2

3

4

1

5

6

7

9

8

s

Amount
1.00

s 0.54200
0.50100

Effective Tariff Rates121
Basic Service Charge per Month
Commodity Charge Summer

First 7 Thews
Over 7 Therms

Commodity Charge Winter
First 18 Therms
Next 132 Therms
Over 150 Therms

s 0.54200
0.50100
0.50100

Gas Cost, all terms 0.82689

s 7.50

s 0.54083
0.54083

Proposed Tariff Rates IN]
Basic Service Charge per Month
Commodity Charge Summer

First 7 Thermo
Over 7 Therms

Commodity Charge Winter
First 18 Therms
Next 132 Therms
Over 150 Therms

$ 0.54083
0.54083
054083

Gas Cost, all terms 0.82689

[1] Workpapers. Schedule H-2. Sheets 1-4.
[2] Rates effective May 1, 2007 including all adjustments.
[3] Schedule H-3, Sheets 1 - 3.



EXHIBIT

8~ 249

SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE

DOCKET no. G-01551A-07-0504
* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-2

(ACC-STF-2-1 THROUGH ACC-STF-2-22)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DECEMBER 19, 2007

Request No. STF-2-8:

Please provide copy of all reports on Southwest Gas by security analysts for the
period 2003 to the present.

Respondent: Treasury Services

Response: Supplemental Attachment- March 19, 2008

Supplemental Attachment- March 6, 2008

Southwest's security analysts' reports for 2004-2007 were provided in the response
to Staff data request no. STF-1-11. The security analysts' reports for 2003 are
adached.



Update
Data Request No. STF-2-8

JpMorgan
North America Equity Research
05 March 2008

Southwest Gas Corp. Overweight

Relief on the Horizon $25.87
04 March 2008

Natura! Gas Distribution &
Pipelines

. ABrooke Glenn Muller c

Southwest Gas expects customer growth of 1.5-3% over the next two years

until problems in the housing market abate. A more normalized growth rate

reduces capital expenditures, helps mitigate most creep associated with serving

the growing demand and thereby should reduce the impact of regulatory lag

caused in part by rate making in AZ which utilizes a historical test-year.
(1-212)622-1774
brooke,glennmullin@jpmchase.com

Erica N Liu
Our focus remains on the company's outstanding rate cases in AZ and
CA and a potential tiling in NV. In AZ, SWX is requesting $50.2m in rate
relief and readier normalization and revenue decoupling. Hearings in AZ
are set to begin Jun-08 and in CA, hearings have been proposed for Aug-08.
Following the completion of the mle malting docket on revenue
normalization in 3Q08, we anticipate a potential NV rate case Filing
sometime in IHO9.

(1-212)622-5247
er5ca.n.liu@jpmchase.com

Price Performance

pa

35

s 32

21

SWX has reduced its three-year capital expenditure forecast and
associated equity issuance to $850 million with $70-80 million equity
financed from the prior outlook of $880 million and $100-125 million of
equity financing.

24 i

Mar-01
I

J\ll\-01
|

Sep-l11
I

Dec-57
I

Mar-05

The performance at Construction Services in 2007 returned to more

normalized levels from record earnings seen in 2006 and we expect this

normalized earnings contribution to continue in 2008. Although a

weaker economic environment in 2008 could have an adverse impact on this

business, Construction Services' geographic diversity and focus on

maintenance and pipeline replacement work on aging utility inh'ast1'ucture

should limit the negative effects of a pullback in the housing market.

YTD -1 M -AM -12M

Ab$0IJl5l-13. 1 % -13.4% -128% -27.3%

Sounze: RIMES, Reuters.

» We are maintaining our Overweight rating and our 2008 EPS of $2.15
per share. We believe S should benefit from double digit earnings
growth in 2009 due to the benefit of anticipated raterelief in AZ and CA.

Southwest Gas Corp. (SWX;SWX US)
2007A loosE Company Data

Price (8)
Date of Price
52-week Range ($)
mm Cap ($ bn)
Fl;ca\ Year Ehd
Shares O/S (mn)
Div. Yield

EPS (5)
QS (Mar)
Q2 (Jun)
QS (Sep)
QS (Dec)
FY

P/E FY
Source: Company data, Reuters and JPMorgan estimates.
nearest $0.05.

1.19
(0.01)
(0.22)
1.00
1.96 2,15
13.2 12.0

Note: JPMorgan estimates rounded to

25.87
04 Mar 08

39.77 - 25.23
1.06
Dec

41
3.5%

www.morganmarkets.com J.P. Morgan Securities Inc.

See page 7 for analyst codification and important disclosures, including investment banking relationships.
JPMorgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm
may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in
making their investment decision. Customers of JPMorgan in the United States can receive independent, third-party research on the company
or companies covered in this report, at no cost to them, where such research is available. Customers can access this independent research at
www.morganmarkets.com or can call 1-800-477-0406 toll free to request a copy of this research.
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Brooke Glenn Mullin
(1-212)622-1774
brooke.glennmullin@jpmchase,cc>m

North America Equity Research
05 March 2008

JpMorgan Q

Fourth Quartz~fUpdate

Focus on AZ Rate Case: Hearing in Jun-08
Our focus remains on the company's Arizona rate case filing which is needed to
recover additional capital and expenses incurred during the past few years as the
company's load was growing at a rate above 3% a year. Additionally, the rate case
includes proposed rate design changes, specifically normalizing mechanisms. Staff
and intervenor groups are expected to submit testimony by 3/21/08 (rate design
testimony due by 4/1 l/08) followed by SWF's rebuttal testimony by 5/9/08. After
another round of rebuttals, hearings are scheduled to begin on 6/13/08 and a decision
is anticipated before the start of the winter 2008/2009 heating season. While we
believe rates will go into effect before the utility's heating season, we anticipate a
later effective date than the company's request of 10/1/08.

I

Filed for $50.2m Rate Relief in AZ
On 8/31/07 the company Bled with the Arizona Corporation Commission (ACC) for
a rate increase of $502 million to be implemented by 10/1/08. The rate request was
based on a proposed rate base of roughly $1 .l billion, a return on equity (ROE) of
11.25% and an assumed capital structure of 45% equity. The company also
requested various mechanisms to help limit the relationship between revenues and
volumes. These options include increasing the utility's basic service charge by $3.10
to $12.80 and adjustments to its volumetric rates. Southwest Gas' proposal would
allow the utility to recover all margin in the first block in addition to a portion of gas
costs, with the remaining cost of gas to be recovered in the second block rate. The
increase in service charge and shift in margin to the first block would eSsentially
serve to mitigate earnings fluctuations. The company has also proposed weather
normalization and revenue decoupling. As the company has offered several
alternative options, it is more likely that one or more of these suggestions will be
adopted. Regarding readier normalization and decoupling, while these requests
were both denied by the Commission in the company's previous rate case,
subsequently the AZ Commissioners have encouraged the company to work with
Staff to address rate design issues. As a result, diesel proposed mechanisms may be
better received in this case. Additionally, while AZ is one of the least progressive
states, since the company's last rate case several years ago decoupling has become
accepted by more jurisdictions and has received the endorsement of various industry
groups like the American Gas Association. This national move towards decoupling
may make such measures more palatable to the ACC.

JPMorgan Estimates $25m in Rate Relief
We believe the company will receive around $25 million in relief to reflect increased
investment, costs and a slightly higher allowed return. We assume that rates are
implemented prior to die start of the 2008/2009 heating season though we anticipate
a later effective date than the company's request of 10/1/08. This assumption is
based on an assumed capital structure of around 43% equity which is lower than the
company's request but is in line with Southwest Gas' actual equity layer at the time
of filing. Additionally we have assumed a lower than requested ROE in the range of
l0.0%. While our assumed allowed ROE is higher than the company's current
allowed ROE of 9.5%, it is in line with die l0.0% ROE granted in the UNS Gas rate
case from Nov-07 and is lower than diode rates allowed for electric utilities in the
state. Our estimates assume that due to Arizona's use of a historical test-year in

2



Brooke Glenn Mullin
(t -212) B22-1774
brooke.glennmuI¥in@jpmchase,com

North America Equity Research
05 March 200B

JPMorgan £8

determining rates, the company will continue to see regulatory lag which will result
in £% cONipany under-eaming its allowed return in the first year of implementation.
This assumption may be conservative as the rnodezating growth rate should help to
reduce die lag effect. Additionally, if the company is successful in achieving
changes to its rate design the amount of regulatory lag could be reduced.

CA Rate Case: Hearing in Aug-08
In Dec~07 Southwest Gas filed a general rate case with the California Public Utilities
Commission (CPUC) requesting a revenue increase of $9.1 million with a proposed
effective date on 1/1/09. The rate request was based on a 47% equity capital
structure and an ll.5% ROE on a combined rate base of $210 million. In connection
with this tiling, the company requested that authorized levels of margins revert to
seasonal adjusted recognition rather than in equal monthly amounts throughout the
year. This filing also proposes a post test-year raterrxaldng mechanism or an attrition
mechanism similar to their current mechanism for 2010-2013 in order to account for
inflation, capital expenditures and customer growth between rate cases, Hearings are
anticipated to begin in Aug~08.

Rate Design Changes Pending in NV, Potential Rate Case
Currently in Nevada, a rule malting docket is underway to develop programs and
methods to implement legislation passed in Jun-07 to support utility efforts to
promote conservation while keeping the utilities financially whole. Once these mies
are established, Southwest Gas intends to evaluate its need to File a rate case. The
last mc Southwest Gas applied for a weather normalization adjustment outside of a
rate case, the Nevada Commission rejected the request despite support by Staff and
the consumer advocate. With the supportive legislation and current efforts to
establish rules for implementation to be complete by 3Q08, the company could
potentially receive a weather normalization adjustment in its next rate case. Though
the company has not committed to a filing, we anticipate a potential tiling during the
first half of 2009. If the mies are established and the company is able to file early in
2009, based on the Nevada Commission's history, new rates could be in place for the
winter of 2009/2010.

Slowing Customer Growth, Reduced Equity Issuance Need
Southwest Gas highlighted a decline in its customer growth rate to below 3% in
2007, a decline attributable to problems in the housing market. Specifically,
unoccupied homes and associated inactive meters accounted for a significant portion
of the year-over~year decline. The large inventory of existing homes is expected to
place downward pressure on new construction. As such, for the next two years the
company anticipates growth in the range of 1.5-3% until the housing market returns
to more normal levels. A more normalized growth rate reduces capital expenditures,
mitigates cost creep associated with serving the growing demand and thereby should
reduce the impact of regulatory lag caused in part by rate malting in AZ which
utilizes a historical test-year. On a related issue, we note that Southwest Gas has
placed meters in approximately 20,000-30,000 homes that we currently vacant. The
company highlighted that once these houses are occupied and gas meters turned on,
Southwest Gas will begin bringing on new customers at no cost As the capital for
these meters are already included in the company's AZ rate case, these new customer
additions would be incremental to earnings. Along with the decline in the company's
customer growth forecast, Southwest Gas has revised its 2008~2010 capital
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expenditure forecast as disclosed in the 2007 10K SWX forecasts cape of $850

million with $70-80 million equity financed. That is a reduction from the prior three-

year outlook of $880 million and $100-125 million of equity financing. The

reduction in their equity financing needs equates to about 2.8% of outstanding shares

and is a positive development for shareholders.

More Normalized Returns at Construction Services
According to management, the performance of the Construction Services segment in
2007 returned to more normalized levels from record earnings seen in 2006 and we
expect this normalized earnings contribution to continue in 2008. While a weaker
economic environment in 2008 could have an adverse impact on this business,
particularly on the amount of work received under existing blanket contracts, the
amount of bid work and the equipment resale market, we have assumed a flattening
trend Construction Services remains focused on pursuing maintenance and pipeline
replacement work on aging utility infrastructure which should be relatively
una8ected by a pullback in the housing market. Additionally, this segment operates
beyond the southwest which is seeing more of the housing problem. Diversity of
operations provides some protection during this weak housing environment

Quarterly Results

i

I

On 2/27/08 Southwest Gas reported recurring 4Q07 earnings of $1 .00 per diluted

share which was lower than our estimate of S I .10 and consensus of $1 .06. Lower

than anticipated earnings was largely attributable to warier than normal weather and

not an indication of deteriorating fundamentals. Warmer weather reduced 4Q07
earnings by $8 million or $0.07 per share.

Table 1: 4Q07 Results

JPM
4QD7E
$1.10

Guidance'
2008
NA

SWX Cons.
4QD7A 4Qrr/E

$1 .00 $1.05

Source: Company report, FirstCall and JPMorgan estimates.

'Thecompany does not provide earnings guidance.

Nolez JPMorgan estimate rounded to nearest $0.05.

Dates to Watch

3/21/0B

4/11/08

5/9/08

5/27/D8

6/9/08

5/13/08

3QDB

Aug-08

4Q08

12/1/08

*[Hog

1/w09

4QD9

Dm Event

AZ rate case: Stat? & intervenor group testimony submittal due (excluding rate design matter)

AZ rate case: Staff & intervenor group testimony on rate design matter submittal due

AZ rate case: SWX rebuttal testimony due

AZ rate case: Staff & intervenor group surrebuttal due

AZ rate case: SWX rejoinder due

AZ rate case: hearings scheduled

NV rate design rule making docket expected to be complete in 3Q08

CA rate case: proposed hearings to begin

Electronic Meter Reading (ERTS) project expected to be complete ahead of schedule (originally targeting 'DO)

AZ rate case: new rates in AZ assumed to go into effect (SWX request tor effective date starting 10/1/08)

Potential NV rate case tiling

CA rate Asa: new rates in CA assumed to go into effect

New rates in NV assumed to go into effect depending on workshop outcome

Source: Company report and JPMorgan estimates,
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\..£l!»nlA» -e.4.=- Valuation

We are maintaining our Overweight rating and our 2008 EPS of $2.15 per share. We
believe SWX should benefit from double digit earnings growth in 2009 due to the
benefit of anticipated rate relief in AZ and CA.

As discussed above our rate case assumptions may be conservative. We are
estimating that Arizona gets rate relief by 12/1/08. In Nevada we are assuming no
effect in 2008 as the timing of this filing is yet to be determined. In Arizona we are
expecting the Commission to increase the allowed ROE to 10%, in line with the rate
case outcomes for other gas utilities in the state. Yet, we are projecting that the
company will continue to under-earn their allowed return. Additionally we are
assuming actual equity whereas the company has asked for a target equity which is
2% higher than our estimates. If the company were to receive a higher authorized
ROE or greater equity layer, we could see upside to our growth projections.
Likewise, if Southwest Gas is able to earn closer to its allowed return due to the
implementation of various rate design changes, this could also result in an
improvement.

Our primary valuation method is a sum-of-the-parts analysis as we believe it best
reflects the different growth and risk profiles of the various businesses. We also use
a forward P/E multiple for the LDC group. Southwest Gas is currently trading at
l2.0x our 2008 estimate which is a 12% discount to the group at 13.7x. We believe
this is unwarranted due to the earnings growth potential in 2009 from the full effect
of its rate cases.

Table 2: Sum-of~the-Parts Valuation

$in millions, except per share data

Natural Gas Operations
Construction Services

2008E

EBITDA

380
42

Low Case
Multiple

6.3x
5.5x

Low Case
EV

2,375
229

High Case
Multiple

7.3x
B.6x

High Case
EV

2,755
274

2D08E Debi

Equity Value

Share Count (MM)

Equity Value ($lshare) (Rounded)

(1,392)
1,212
44

$27.45

(1 ,392)

1,637

44

$37.10

Source: JPMorgan estimates.

Investment Risks

We are assuming that the Southwest, including the metropolitan areas of Las Vegas,
Tucson and Phoenix, continues to have above average customer growth to support
the above average demand growth for the forecast period. If that trend were to
reverse, the stock could under perform. We have also assumed that the construction
company is able to retain its utility customers and that the movement to replace and
update pipeline systems for safety continues for the forecast period. If that were not
to happen, both work volumes and margins could fall at die construction business,
potentially causing the stock to under perform. Lastly, we assume that the recent
improvement we have seen in the regulatory environment holds and that the
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company receives timely treatment in future rate cases. Specifically, if the Arizona
case takes longer than 15 months, auresdmates would likely be high.

,
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Analys t  Cer t i f i cat ion :
The research analyst(s) denoted by an "AC" on the covereftl" report certi fies (or, where multiple research analysts are primari ly

responsible for this report, the research analyst denoted by an "AC" on the cover or within the document indiwldually certifies, with

respect to each security or issuer that the research analyst covers 'm this research) that: (l) all of the views expressed in this report

accurately reflect his or her personal views about any and all of the subj et securities or issuers; and (2) no part of any of the research
analyst's compensation was, is, or wil l be directly or indirectly related to the specific recommendations or views expressed by the

research analyst(s) in this report.

Lib

Important Disclosures

Client of the Firm: Southwest Gas Corp. is or was in the past 12 months a client of J?MSI; during the past 12 months, JPMSI
provided to the company non-securities-related services.
Non-Investment Banking Compensation: An affiliate of .TPMSI has received compensation in the past 12 months for products or
services other than investment banking from Southwest Gas Corp..

Southwest Gas Corp. (SWX) Price Chart
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or may not have covered n over the entire period.
JPMorgan ratings: ow = Overweight, N = Neutral, uw = Underweight.

Explanation of Equity Research Ratings and Analyst(s) CoverageUniverse:
JPMorgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average total return of the stocks in the analyst's (or the analyst's team's) coverage universe] Neutral {Over the next six to twelve
months, we expect this stock will perfonn in line with the average total return of the stocks in the analyst's (or the analyst's team's)
coverage universe] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst's (or the analyst's team's) coverage universe] The analyst or analyst's team's coverage universe is the sector
and/or country shown on the cover of each publication. See below for the specific stocks in the certifying analyst(s) coverage universe.

Coverage Universe: Brooke Glenn Mullin: AGL Resources (ATG), Atnios Energy (ATO), Dominion Resources (D), El
Paso Corp. (EP), Energy Corp. (EGN), Equitable Resources (EQT), MDU Resources Group Inc (MDU), New Jersey
Resources Corp. (NIR), NiSource, Inc. (NI), Nicol Inc. (GAS), Northwest Natural Gas Co. (NWN), ONE OK Inc. (OKE),
Piedmont Natural Gas Co. Inc. (PNY), Questar Corp. (STR), Sempra Energy (SRE), Southern Union (SUG), Southwest Gas
Corp. (SWX), Vectren Corp (VVC), WGL Holdings Inc. (WGL), Williams Companies (WMB)
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JPMorgan Equity Research Ratings Distribution, as at" December 31, 2007

Overweight
(buy)
45%
50%
41%
71%

Neutral
(hold)
41 %
51 %
47%
64%

Underweight
(sell)
14%
38%
12%
49%

JIM Global Equity Research Coverage
18 clients*

JPMSI Equity Research Coverage
IB clients*

*Percentage of investment banking clients in each rating category.
For purposes only of NASD/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold
rating category; and our Underweight rating falls into a sell rating category.

Valuat ion  and Risks:  Please see the most  recent  company-specif ic  research report  for an analys is  of  valuat ion methodology and r isks on
any securit ies recommended herein.  Researches available at h i m : / / m o r a a m m k e M w m  . or you can contact  the analyst  named on
the front of  this note or your .TPMorgan representat ive.

A n a l y s t s ' Compensation: The equity research analysts responsible for the preparat ion of  this report  receive compensat ion based upon
various factors,  inc luding the qual i ty  and accuracy of  research,  c l ient  feedback,  compet it ive factors,  and overal l  rum revenues,  which
inc lude revenues f rom, among other business units ,  Inst i tut ional Equit ies and Investment  Banldng.

O t h e r  D i s c l o s u r e s

Options related research: If the information contained herein regards options related research, such information is available only to persons who
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corpoladon's Characteristics and Risks of
Standardized Options, please contact your JPMorgan Representative or visit the OCC's website at
http:/ /www.optionscleaIing.com/publicaiions/risks/riskstoc.pdf
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Legal Entities Disclosures
U.S.: JPMSI is a member of NYSE, FINRA and SIPC..l.P. Morgan Futures Inc. is a member of the NFA. JPMorgan Chase Bank, N.A. is a
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J,P. Morgan Securities Ltd. (JPMSL) is a
member of the London Stock Exchange and is authorized and regulated by the Financial Services Authority. Registered in England 8: Wales No.
2711006. Registered Office 125 London Wall, London EC2Y 5A.l. South Africa: J.P. Morgan Equities Limited is a member of the Johannesburg
Securities Exchange and is regulated by the FSB. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ32l) is regulated
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd,
Seoul branch, is regulated by the Korea Financial Supervisory Service. Austral ia: J.P.=Morgan Australia Limited (ABN 52 002 888 Ol I/AFS
License No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61 003 245 234/AFS License No: 238066) is a
Market Participant with the ASX and regulated by ASIC. Taiwan: J.P.Morga1u Securities (Taiwan) Limited is a participant of the Taiwan Stock
Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited is a member of
the National Stock Exchange of India Limited and The Stock Exchange Mumbai and is regulated by the Securities and Exchange Board of India.
Thailand: JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance
and the Securities and Exchange Commission. Indonesia: PT .l.P. Morgan Securities Indonesia is a member of the Jakarta Stock Exchange and
Surabaya Stock Exchange and is regulated by the BAPEPAM. Philippines' .l.P. Morgan Securities Philippines Inc. is a member of the Philippine
Stock Exchange and is regulated by foe Securities and Exchange Commission. Brazil: Bando J.P. Morgan S.A. is regulated by the Comissao de
Valores Mobiliarios (CVM) and by the Central Bank ofBrazil. Mexico: .T.P, Morgan Casa dh Bolsa, S.A. de C.V., J.P. Morgan Grupo Financiero
is a member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange
Commission. Singapore: This material is issued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (JPMSS)
[mica (p)207/0l/2008 and Co. Reg. No.: l99405335R] which is a member of the Singapore Exchange Securities Trading Limited and is
regulated by the Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (IPMCB Singapore) which is
regulated by the MAS. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) San Bed (18146-x)
which is a Participating Organization of Bursa Malaysia Securities Bed and is licensed as a dealer by the Securities Commission in Malaysia.
Pakistan' J. P. Morgan Pakistan Brolcing (PvL) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and Exchange
Commission of Paldstau.

Country and Region Specif ic  Disc losures
U . K . and European Economic Area (EEA): Issued and approved for distribut ion in the U.K. and the EEA by JPMSL. Investment research
issued by JPMSL has been prepared in accordance with JPMSL's Policies for Managing Conflicts of Interest in Connection with Investment
Research which outline the elective organizational and art:-1i-ristrative arrangements set up within JPMSL for the prevention and avoidance of
conflicts of interest with respect to research recommendations, including information barriers, and can be found at
http:/ /wwwjpmorgan.coin/pdfdoc/research/Cont] ictManage1nentPolicy.pdf This report  has been issued in the U.K. only to persons of kind
described in Article 19 (5), 38, 47 and 49 of the Financial Swvices and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons
being referred to as "relevant persons"). This document must not be acted on or relied on by persons who are not relevant persons. Any investment
or investment activity to which this document relates is only available to relevant persons and will be engaged in only with relevant persons. In
other EEA countries, the report has been issued to persons regarded as professional investors (or equivalent) in their home jurisdiction Germany :
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This material is dist-Hauted in Germany by J .P. Morgan Securities Ltd Frankfurt Branch and JPMorgan Chase Bank, N.A., Frankfurt Branch who
are regul3z<°ted~by the Bundesanstalt iii: Filualnzdienstleistungsaufsicht. Australia: This material is issued and distributed by JPMSAL in Australia
to "wholesale clients" only. JPMSAL does not issue or distribute this material to "retail clients." The recipient of this maters*aTmust not distribute
it to any third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this paragraph the terms "wholesale
client" and "retail client" have the meanings given to them in section 76lG of the Corporations Act 2001. HongKong: The 1% ownership
disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons
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multiplying the executed price by the commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the
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Participating Association / Japan Securities Dealers Association, The Financial Futures Association of Japan. Korea: This report may have been
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for sale. New Zealand: This material is issued and distributed by JPMSAL in New Zealand only to persons whose principal business is the
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Dynamic Times Ahead; Dividend Increased Roughly 5 %

The current housing glut in SWX's service territory (swf estimates there are

-25K vacant homes) presents a near-term challenge for the community and the

company. However, continued economic development in Las Vegas and Phoenix,

further implementation of ERT technology, and pending rate cases present growth

opportunities. Accordingly, the Board recently approved a 4.7% dividend increase,

which builds upon the 4.9% increase in 2007, the company's first since 1994.

4Q Results Lighter Than Anticipated

Warm November, Weak Construction Revenues Produce SQ Miss

SW X realized recurring 4Q07 EPS of $1.00, well below our $1.23 EPS estimate
and the $1.08 First Call consensus estimate. Extremely warm weather, particularly
in Nov (AZ service ten-itory experienced its warmest Nov in recorded history), and
a sharp YOY decline in construction revenues were largely responsible for the
miss. SWX also realized recurring 2007 EPS of $1.96, compared to $2.05 in 2006.

Lowering 2008 and 2009 EPS Estimates; Introducing 2010

We are lowering our 2008 and 2009 EPS estimates to $2.12 and $2.24, from $2.30

and $2.47, respectively. These changes primarily reflect reduced expectations for

customer growth and construction revenues, partially offset by lower anticipated

interest expense as 2007 debt levels were lower than anticipated. We are also

introducing a 2010 EPS estimate of $2.39.

Valuation: Trimming Price Target to $38; ~51% Total Return Potential

We are trimming our DCF-derived price target to $38, from $40, to reflect lower

expected earnings, partially offset by lower than expect debt levels.

UBS Investment Research
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Southwest Gas

Southwest Gas supplies natural gas to over 1,752,000 customers in California,
Nevada, and Arizona. It operates 'm one of the fastest growing regions of the
country and current enjoys customer growth that it is well above the national
average.

Statement of Risk

Risks to our estimates and price target include: 1) unfavorable regulatory
decisions; 2) mild weather; 3) customer conservation; and 4) higher than
expected levels of uncollectible accounts.

Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (l) all of the views expressed accurately
reflect his or her personal views about those securities or issuers, and (2) no part
of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the
research report.
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and
aiiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its resench groduct;
historical performance information, and certain additional disclosures concerning UBS research recommendations,
please visit www.ubs.com/disclosures.

UBS lnvesWent Research: Global Equity Rating Niocations

Rating CategoryUBS 12-Month Rating

Buy
Neutral
Sell

UBS Short-Term Rating

Buy
HoldlNeutral
Sell

Rating Category

COV8l̀3Q81

55%
36°/0
8%

COV8T8Q€3
less than 1%
less than 1%

IB Services"

39%
36%
20%

lB Services'

25%
50%Buy

Sell

Buy
Sell

1:Percentage of companies under coverage globally within the 12-month rating category.
2:Percentage of companies within the 12-month rating category for which investment banking (lB) services were provided within
the past 12 months.
3:Percentage of companies under coverage globally within the Short-Term rating category.
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided
within the past 12 months.

Source: UBS. Rating allocations are as of 31 December 2007.

UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating

Buy
Neutral
Sell

UBS Short-Term Rating

Buy

Sell

Definition

FSR is > 8% above the MRA.
FSR is between -6% and 6% of the MRA.
FSR is > 6% below the MRA.

Definition ..

Buy: Stock price expected to rise within three months from the time the rating was assigned
because of a specific catalyst or event.
Sail: Stock price expected to fall within three months from the time the rating was assigned
because of a specific catalyst or event.

UBS 3



I

UK and European investment Fund ratings and definitions are :
Buy: Positive on factors such as structure, management, performance record, discount, Neutral: Neutral on factors such as
structure, management, performance record, discount, Sell: Negative on factors such as structure, management, performance
record, discount.
Core Banding Exceptions (CBE) : Exceptions to the standard +/-6% bands may be granted by the investment Review
Committee (IRe). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating.
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece.

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next to
months.
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a
forecast of, the equity risk premium).
Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are
subject to possible change in the near term, usually in response to an event that may affecttbe investment case or valuation.
Short-Term Ratings retiest the expected near-term (up to three months) performance of the stock and do not reflect any
change in the fundamental view or investment case.

EXCEPTIONS AND SPECIAL CASES

KEY DEFINITIONS

Com party Disclosures

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing
date

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body at this report.
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Southwest Gas (US$)

Company Name

Southwest Gas"

UBS Securities LLC makes a market in the securities and/or ADRs of this company.

B e
No Rating

10.0

0.0 I

'8
8
'F
3
I

Buy 1
Neutra\ 1

50.0

40.0

30.0

20.0

I
98
2
3I

8.
E
2
F

I
mca...|.2:"-a
.:-
ca
I

I

;...v'~

I

8

8
q>

' p

3
3
z_
' p

1

an-u

Reuters
swx.n

8

E
' é
I

I

Price Target (USS) - Stuck Prize (USS)

I
CDcm
\LRu
E
.4
ca
I

12-mo rating Short-term rating

Buy N/A

3
9
4
?

I

.1».. I

8
1%
é
|

I I

8
Tb.

4;
9

J

I
3
8
-.
9'

'S
8
7
E
I

I l
r-.
9
8
4?
3
l

l

l
2;
E
g
?

I I
|--.::>-L
"F
3
I

n

Price

US$25.87

8A
8
5

|\c:
:=»

;
2°

I i
ofca
¢m
.1*

ca
1

Price date

OF Mar 20o8

no
ca
.LRu
E
.L
ca
I

I

Source: UBS, as of O4 Mar 2008
J

Asa#

UBS4



Southwest Gas 5 March DDB

Note: On August 4, 2007 UBS revised its rating system. (See 'UBS investment Research: Global Equity Rating Definitions' table
for details). From September 9, 2006 through August 3, 2007 the UBS ratings and their definitions were: Buy 1 = FSR is > 6%
above the MRA, higher degree of predictability, Buy 2 = FSR is > 6% above the MRA, lower degree of predictability, Neutral 1 =
FSR is between -6% and 6% of the MRS, higher degree of predictability, Neutral 2 = FSR is between -6% and 6% of the MRA,
lower degree of predictability, Reduce 1 = FSR is > 6% below the MRA, higher degree of predictability Reduce 2 = FSR is > 6%
below the MRA, lower degree of predictability. The predictability level indicates an analyst's conviction in the FSR. A
predictability level of '1' means that the analyst's estimate of FSR is lg the-rrj.ddie of a narrower, or smaller, range of possibilities.
A predictability level of '2' means that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities.
From October 13, 2003 through September 8, 2006 the percentage band criteria used in the rating system was 10%.
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Global Disclaimer

This report has been prepared by UBS Securities LLC. an attiliaie of UBS AG. UBS AG, ms subsidiaries, branches and aftiliaies are refaced to herein as UBS. In certain countries, us AG is
referred to as UBS SA.

purposes.

report are subject to change without notice and may differ or be eumrary lo opinions expressed by other' business areas or groups of UBS as a result of using different assumptions and nmefia.

on information barrios to contra! the how of information contained in oneormore areas within UBS, into other areas, units, groups or aftiiiates of UBS. The compensation of the ana\ys1 who

Ths report is for distribution only undo such drcumstancas as may be permltled by applicable law. Nothing in this report constitutes a representation that any investment strategy or
recommendation contained herein is suitable or appropriate to a recipient's ihdivldual circumstances Ur o1herwi§e constitute a peusunal recommendation. n is published solely for information

It does nd constittne an advertisanent and is nM to be construed as a solicitation or an offer to buy or sell any securities or related financial instnrments in any jurisdiction. No
representation or warranty. either express of implied, is provided in relation to tie accuracy. completeness or reliability of the information contained herein, except with respect to information
concerning UBS AG, its subsidiaries and affiliates. nor is rt intended to be a complete statement or summary of the markets or developments refe'red to in the report. UBS does not
undertake that investors will obtain profit. nor will ii share with investors any investment profits nor accept any liability for any investment losses. lnvestmeiS involve risks and investors should
exercise prudence in making their investment decisions. The report should not be regarded by recipients as a substltiNe lot the exercise of their own judgment. Any opinions expressed in this

Research will initiate. update and cease coverage Goldy at the discretion at UBS lhvestment Bank Research Management The analysis contained herein is based on numerous assumptions.
Different assumptionscould result in materially different results. The analyst(s) responsible for the preparation of this report may lnterad with trading desk personnel, sales personnel and other
constituencies tor the purpose of gadiering. synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information contained herein, UBS relies

prepared this report is determined exclusively by research management and senior managanent (not including investment banking), Analyst compensation is not based on investment banking
revenues, however. compensation may relate to the revenues of us Investment Bank as a whore, at which investment banking, sales and trading are a part

The securities desaibed herein may not be eligible for sale in all jurisdictions or to certain mtegories at investors. Options. derivative products and futures are not suitable for all investors. and
trading in these instruments is considered risky. Mortgage and asset-backed seairities may involve a high degree of risk and may be highly voratre in response to fluctuations in interest rates
and other mark conditions. Past pertOrrnanoe is not necessarily indicative of future results. Foreign currency rates of exchange may adversely atiect the value, price or income of any security
or related instrument mentioned in this report. For investment advice, trade erection or other enquiries, clients should contact their local sales representative. Neither us nor any at its
aftiletes. nor any of UBS' or any al its affiliates. directors, employees or a ants accepts any liability for any loss or damage arising oM of the use of all or any part of this report Additional
information will be made avaliable upon request.

For financial instruments admitted to trading on an EU regulated market us AG. its affiliates or subsidiaries (excluding UBS Securities LLC and/or UBS Capital Markets LP) acts as a market
maker or liquidity provider Un accordance with the interpretation of these turns in the UK) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out
in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report.

Unlted Kingdom and the rest of Europe: Except as otherwise specked herein. this rratenal is communirzted by UBS Limited, a subsidiary of UBS AG, to persons who are eligible
counterparties of professional clients and is only available tn such persons The information contained herein does hot apply lo, and should nd be relied upon by. retail diets. UBS Limited is
authorized and regulated by the Enandal Services Authority (FSA). UBS research complies with all the FSA requirement and laws concerning disclosures and Mae are indicated on the
research where applicable. France: Prepared by UBS Limited and detrtbuted by UBS Limited arid UBS Seoirities France SA UBS Securities France S.A. is regulated by the Autorité des
Marchés Firlanciers (AMF). Where an analyst d UBS Securities France S,A. has contributed to this report, the report is also deemed to have been prepared by UBS Securities France SA.
Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS DeutSchland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdierlstteistungsaufsicht
(BaFin). Spain' Prepared by UBS Limited and distl'lbuted by UBS Limited and UBS Securities EspaNa SV. SA, UBS Securities Espana sv, SA is regulated by the ComislOn Nacional del

Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS italia Sim S.p.A. UBS lilia Sim
S.pA is regulated by the Bank of Italy and by the Commtssiorre Nazionale per Le Sodeta e la Bursa (CONSOB). Where an analyst of UBS italia Sim S.pA has contributed to the report. the
report is also deemed to have been prepared by UBS Italia Sim S.p.A South Africa: UBS South Africa (Pty) Llmreu (Registration No. 19951011140/07) e a member of the JSE Limited, the
South AMen Futures Exchange and the Bond Exchange of South Africa. UBS South Atritz (Pty) Limited is an authorized Financial Services Provider, Details of its postal and physical address
and a list of its directors are avaliable on request or may be accessed at http:wvvw.ubs,co.za. United States: Distributed to us persons by either UBS Securities LLC or by UBS Financial
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Southwest Gas Corp (SWX)
Slnwing Growth is a Good Thing; Upgrade to Buy

Why Now? - We are upgrading SWX to Buy from Hold. Over the last 3 years
the fundamentals for SWX have improved enormously with CFO per customer
up 16%, cape per customer down 1% (expected to fall 27% by '11) & overall
returns on rate base (ROR) up 50 bps. Despite these improvements, SWX is
down 30% since mid-summer compared to 15% for a portfolio of gas utilities.

What's Wrong?- We believe the housing downturn in AZ, NV and CA has led
some to believe that SWX will be negatively impacted by lower customer growth
(6% previously down to 3% on the high-end). We think differently. First, we
had always assumed that customer growth would trend back to normal levels.
Second, during times of high customer growth, SWX struggled to earn its cost
of capital because of historical test years in its rate cases (EVA negative). We
estimate a one to two year lull in housing growth will enable SWX to push ROR
above its costs of capital creating positive EVA.

Catalysts - SWX filed for a $50 mm rate increase in AZ. We estimate they get
at least $14 mm of this increase with the potential to achieve slightly over $30
mm. Historically, Arizona has been a difficult regulatory environment, however
recent changes in state legislation may provide SWX the opportunity to gain
constructive regulatory mechanisms in the form of decoupling.

. . N

Valuation - With 7% EPS growth and a 3.5% dividend yield, SWX ranks 2 out
of 23 in our valuation screen of defensive utilities. Our Target price is $37
using our pyramid analysis implies a 15.0x P/E multiple on '09 earnings and a
6.5x EV/EBITDA multiple on '09 EBITDA.

EPS

2007A

2l]08E

|..~||....- ..~-..- . . ..

Previous

2009E

Previous

2010E

Previous

S0urce= Powered by dataCentral. FC Cons: First Call Consensus.

See Appendix A-1 for Analyst Certification and important disclosures.

City Investment Research is a division of Citigroup Global MaMas Inc. (the "Firm"), which does and seeks to do business with companies covered in its research reports. As a
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research is available. Customers can access this independent research at http!/www.smithbamey.com (for retail clients) or http!/www.citigr0upge0.c0m (tor institutional
clients)0r can call (865)836-9542 to request a copy 01 this research.
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We analyzed 23 utility names coverage by City to examine the relationship

between valuation, yield and growth. Broadly, the results indicate that recently

higher yielding stocks trade at a premium, even to those with higher short-term

total return (yield plus earnings growth). Our analysis shows that Southwest

Gas trades at a 13% discount to the group when taking into account growth

through 2010.

Higher Yielding Names Outperforming

Figure 1.'09 P/E Ratio vs.FY '0̀ lE-'10E EPS Growth + Yield as 013/B/200B

Source; Cati Investment Research, Data Central

i ronical ly ,  Southwest  Gas also t rades at  a 9%  discount  to the group when
tak ing into account  i t s  '08 payout  rat io of  41% .  Our analys is  indicates  the
Company  should t rade at  an 11.9x  '08 P/E mul t ip le based upon i t s  payout
rat io,  yet  i t  only  t rades at  10.8x.
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Figure 2. City InvestmentResearch 'lJ9EP/E Ratio vs. 'IIBEPayoutRatio
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Cash In vs. Cash Out

With extensive capital growth in Arizona and Nevada over the past few years,
we have seen a situation where cape per customer has been exceeding
operating cash flows per customer. However, since 2004 we have seen this
difference narrow. Going forward, we expect operating cash flows per
customer to exceed cape per customer. This will improve overall HOlC.

I

Figure 3. SWX Bperating CashFlow Per Customer Vs. Capex Per Customer

Source; Cit Investment Research, Company Reports
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His tor ical ly ,  SWX achieved returns  below i ts  cos t  of  capi tal .  Wi th s lowing
growth in i ts  serv ice terr i tor ies  resul t ing in reduced regulatory  lag,  we expect
the spread between rate of  return and cos t  of  capi tal  to expand going forward.

Figure 4. Rate ii Return at Varying AZ Rate Increase Assumptions ($14lnm, $30mm, $50mm) vs. WACC

Source: Cati Investment Research, Company Reports

About  90%  of  SWX's  earnings are dependent  on t imely  recovery  of  capi tal
expendi tures at  i ts  gas ut i l i t ies .

Regulatory

Arizona

Southwest  Gas recent ly  f i led for a $50 mi l l ion rate increase in i ts  Arizona
serv ice area,  along wi th reques ts  for weather normal izat ion and decoupl ing
mechanisms .  These rate mechanisms  are inc reas ingly  important  cons ider ing
the Company 's  sens i t iv i t y  to weather,  which impac ted earnings  dur ing the year
by  $0.18 per share or nearly  10%  of  total  earnings .

Going forward,  we assume normal  weather,  but  a mechanism insulat ing
earnings  f rom weather f luc tuat ions  would enable SWX to more cons is tent ly
achieve i t s  a l lowed returns  on equi ty .  Furthermore,  implementat ion of
decoupl ing mechanisms would s tabi l ize earnings  in the wake of  cus tomer
conservat ion.

We expect  a dec is ion by early  October,  prior to this  year's  heat ing season.
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Figure 5. Arizona Rate Case Schedule

Source: City Investment Research, Regulatory Data

SWX's  $50 mi l l ion rate inc rease is  premised upon an ROE of  11.25%  (45%
equi ty )  on a rate base of  near ly  $1.1 bi l l ion.  This  is  compared wi th the ut i l i t y 's
current  author ized ROE of  9.5%  (40%  equi ty )  on a rate base of  about  $925
mi l l ion.  We es t imate the ut i l i t y  commiss ion wi l l  at  leas t  approve a rate increase
of  $13.9 mi l l ion,  based on an ROE of  9.5%  (42%  equi ty ) on a rate base of
$1.081 bi l l ion (exc luding work ing capi ta l ) .  We feel  a fa i r  return would be
c loser to $30 mi l l ion as  the Company expec ts  this  amount  would cover capi tal
and O&M increases  s ince i ts  prev ious  rate case.  Our lower number ref lec ts  a
highly  pol i t ic ized regulatory  env i ronment  in Ar izona.

Staff  /  intervenor Cost of Senhce Test imony
Staff  I  Intervenor Rate Mechanism Test imony
Southwest  Gas Rebut tal  Tes t imony
Staff  /  Intervenor Rebuttal Test imony
Rejoinder Test imony
Prehear ing Conference
Expec ted Dec is ion

Figure s. Arizona Rate Case - Potential Dutcomes

Source: City Investment Research, RRA Fmncus

A Nevada law approv ing decoupl ing for ut i l i t ies  has  been passed and the
Company bel ieves  detai ls  on implementat ion wi l l  be prov ided by  the end of
summer.  The ut i l i t y  wi l l  need to f i le  wi th the Commiss ion to approve
decoupl ing.  Therefore,  we expec t  the Company  to f i le for a rate inc rease and
decoupl ing by  the beginning of  SQ.  Assuming a 6 to 7 month rate case
t imetable,  we now es t imate rate re l ief  of  $3.6 mi l l ion in 20 2009,  compared
wi th SQ 2008 prev ious ly .  The negat ive impac t  on earnings  due to t iming of
rate re l ief  wi l l  be $0.01 per share in 2008 and 2009.

N e v a d a

T es t  Y ear  Ra te  Base

E xp ected  I n cr ease

California

In October, Southwest  Gas f i led for a $9, l  mi l l ion rate increase in i ts  Cal i fornia
serv ice area as  part  of  a s tate required f i l ing.  SWX's  rate request  is  premised
upon an l l . 5%  ROE (47%  equi t y )  f or  a rate base of  $210 mi l l i on and would
become ef fec t ive the beginning of  2009.  We bel ieve the ut i l i t y  is  al ready
earning a fai r  return and thus  prov ide no inc remental  change to rates .
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Southwest  Gas f i les  an at t r i t ion f i l ing annual ly  to update rates  based upon
capi ta l  spent  between rate cases .  The Commiss ion recent ly  approved a $2
mi l l ion rate at t r i t ion inc rease,  ef fec t ive the beginning of  2008.  This  inc rease
wi l l  add $0.03 per share to our es t imates  going forward.

Southwest Gas Corp

Company description

Southwest  Gas Corporat ion (SWX) dis t r ibutes  natural  gas to 1.8 mi l l ion
cus tomers  through local  ut i l i t ies  in Cal i fornia,  Nevada,  and Arizona;  t ransports
gas for i ts  af f i l iates  and thi rd part ies  on inters tate pipel ines;  and is  involved in
the ins tal lat ion of  natural  gas  dis t r ibut ion piping across  the Uni ted States .

We rate SWX Buy /High Risk  ( IH) wi th a $37 target  pr ice.

Our Hold rat ing for SWX is  premised on the company obtaining a reasonable
rate of  return on i ts  regulated asset  base.  SWX's  regulated customer base grew
by 28% , and i ts  asset  base grew by  48% , most ly  through organic  growth over
the past  f ive years .  This  type of  growth wi thin a regulatory  f ramework  inev i tably
leaves shareholders  exposed to regulatory  lag;  however,  ut i l i t ies  are ent i t led to
jus t  and reasonable rates ,  and we bel ieve an inf lec t ion point  has  been reached,
al lowing SWX to catch up.  Last  year,  SWX earned a 8%  ROE on i ts  ent i re asset
base compared wi th i t s  al lowed return of  between 10%  and 11% .

Investment strategy

Moderat ing cus tomer growth and upcoming rate re l ief  could help to mi t igate
the impact  of  regulatory  lag in the coming years .

Valuation

We use several  valuat ion scenarios  to reach our target  price of  $37 per share,

Our NAV analys is  resul ts  in a value of  $37.28 per share.  We apply  a 1.3x-1.6x
mul t ip le to a combined author ized rate base of  roughly  $1.8 bi l l ion for the
regulated local  dis t r ibut ion companies  and pipel ines  in Cal i fornia,  Ar izona,  and
Nevada.  We derive our rate base mul t iple f rom our analys is  of  his torical
t ransact ions  in the pipel ine and gas ut i l i ty  sec tor.

We ut i l ize a combined div idend discount  model  for the regulated earnings  at
SWX and DCF analys is  for the unregulated const ruc t ion bus iness.  This  analys is
resul ts  in a value of  $29.76 per share

Our long-term P/E mul t iple of  16.2x  (2011 EPS) is  based on an analys is  of
his tor ical  blended gas  mul t ip les .  We derive the mul t ip le f rom a peer group of
29 s tocks in the natural  gas sector over the las t  eleven years .  Our blended
EV/EBITDA (2011 EBITDA) mul t iple of  8.3x  is  based on the same gas indust ry
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Our High Risk  rat ing for SWX is  based the company 's  exposure to a di f f icul t
regulatory  body  in Ar izona,  the need to ra ise equi t y  to fund the cape program
(i .e. ,  negat ive f ree cash f low).  Moody 's  negat ive c redi t  watch out look ,  high
sens i t iv i ty  of  earnings to changes in weather,  the s tock 's  relat ive lack  of  t rading
l iquidi ty ,  and the relat ively  low market  capi tal izat ion of  the company compared
with other ut i l i t ies .  These concerns are part ial ly  of fset  by  a s table regulated
earnings  s t ream f rom the t ransmiss ion pipel ines  and natural  gas  ut i l i t ies  which

~account  for 92%  of  2007 operat ing income.  Risks  to the shares at taining our
target  pr ice inc lude;

peer group used above.  Our P/E and EV/EBITDA analyses y ield values of
$28.02 and $40.06,  respec t i ve ly .

The average of  these values Yields a value of  $33.78 per share.  With a cost  of
equi t y  a t  89% ,  our  12-month target  pr i ce of  $37 per  share.

Risks

Capi tal  investment  recovery  - SWX spends capi tal  to maintain and expand i ts
operat ions .  The company wi l l  cont inue to rely  on s tate regulatory  commiss ions
to recover costs  in excess of  deprec iat ion.  Whi le we bel ieve SWX's relat ionship
wi th the ACC has been more product ive those of  other ut i l i t ies  operat ing in the
s tate,  the ACC and,  for that  mat ter,  the other commiss ions may not  al low the
company to earn a reasonable rate of  return on i ts  rate base.

Populat ion growth -  Hous ing demand could s low to a rate below es t imates  or
increase above our es t imates,  caus ing us  to rev ise our es t imates and valuat ion.

Capital  Markets  - SWX is  a relat ively  smal l  ut i l i ty  in terms of  market
capi tal izat ion and dai ly  volumes.  This  may impact  i ts  abi l i ty  to access the
capi tal  markets .
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CAPITAL STRUCTURE as of 12I3110ll

Total Debt $1413.1 mill. Due in 5 Yrs $616.0 mill.
LT Debt 5136610 mill. LT Interest $93.0 mil.
(Total interest coverage: 2.4x)

Pension Assets-12/07 $441.7 mill.
Oblong. $546.4 mill.

pfd Slack None

Common Stock43,044,024 she.
as of 2/15/08
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rhemrs.. .sora PriMeri t  Bank in July  of  1996. Has 5,073 employees.

Ohi o e rs  a  D i re c t o rs  c a n ro ughly  1 . 4 %  o f  c o mmo n s t o c k (3 1 0 7

Proxy ) .  Cha i rman:  LeRoy  C.  Hanneman.  J r .  Chie f  Exea r t i v e  Of -

f i c e r :  J e l lrey  w.  Shaw.  Inc o rpo ra ted:  Ca li f o rni a .  Addres s :  5241

Spr i ng No uma i n Ro a d,  L a s  Ve ga s ,  Ne v a da  8 9 1 9 3 .  Te le pho ne :

702-876-7237. Internet .swgas.oom.

BUSINESS:  Southwes t  Gas  Co rpo ra t i on i s  a  regula ted gas  di s -

t r ibutor  sewing approximate ly  1 .8  mi llion cus tomers  in sec t ions  d

Ar izona.  Nevada,  and Ca li fo rnia .  Compr ised d two bus iness  sag-

ments: natural gas operations and construction services. 2007 mar-

gin mix:  res ident ia l and small commerc ia l.  86%, la rge commerc ia l

and industr ia l,  5 ' / r ,  t ransportat ion,  9%. Tota l throughput 2.4 Nikon

i m p l e m e n t
O c t o b e r .

M a r c h  1 4 , 2 0 0 8

o p e r a t i n g  r e v e n u e s ,  b e g i n n i n g  i n  J a n u a r y
o f  2 0 0 9 .  S u c h  a p p r o v e d  r e v e n u e  i n c r e a s e s
h e l p  S o u t h w e s t  G a s  t o  c o p e  w i t h  h i g h e r
o p e r a t i n g  e x p e n s e s ,  a n d  p r o v i d e  t h e  c o m -
p a n y  w i t h  g r e a t e r  e a r n i n g s  s t a b i l i t y .  I n -
d e e d ,  a  f u l l  y e a r  o f  r a t e  r e l i e f  i n  2 0 0 9
s h o u l d  p r o d u c e  h e a l t h y  g r o w t h  i n  e a m -
i n g s ,  t o  $ 2 . 2 0  p e r  s h a r e .
T h e  b o a r d  o f  d i r e c t o r s  h a s  i n c r e a s e d
t h e  d i v i d e n d .  S t a r t i n g  w i t h  t h e  J u n e
p a y o u t ,  t h e  q u a r t e r l y  d i v i d e n d  i s  n o w
$ 0 . 2 2 5  a  s h a r e ,  a n  i n c r e a s e  o f  4 . 7 % .  T h i s
f o l l o w s  a  s i m i l a r  i n c r e a s e  l a s t  y e a r .  H o w -
e v e r ,  t h i s  i s s u e ' s  c u r r e n t  d i v i d e n d  y i e l d  o f
r o u g h l y  3 . 5 %  i s  n o t  a  s t a n d o u t  b y  u t i l i t y
s t a n d a r d s .
S h a r e s  o f  S o u t h w e s t  G a s  a r e  r a n k e d
u n f a v o r a b l y  i n  o u r  m o m e n t u m - b a s e d
s y s t e m .  L o o k i n g  f u r t h e r  o u t ,  w e  a n t i c i -
p a t e  s o l i d  s h a r e - e a r n i n g s  g r o w t h  o v e r  t h e
p u l l  t o  2 0 1 1 - 2 0 1 3 .  A r  t h e  p r e s e n t  q u o t a -
t i o n ,  t h i s  s t o c k  o f f e r s  i m p r e s s i v e  t o t a l  r e -
t u m  p o t e n t i a l  f o r  t h e  c o m i n g  y e a r s ,  a n d
m a y  a p p e a l  t o  p a t i e n t  i n v e s t o r s .  T h a t  s a i d ,
c o n s e r v a t i v e  a c c o u n t s  a r e  a d v i s e d  n o t  t o
o v e r w e i g h t  t h i s  i s s u e ,  c o n s i d e r i n g  t h e  r e g -
u l a t o r y  r i s k s .
M i k a e l  N a p o l i ,  C P A

S o u t h w e s t  G a s  r e p o r t e d  u n i m p r e s s i v e
p e r f o r m a n c e  f o r  t h e  f o u r t h  q u a r t e r .

. S h a r e  e a r n i n g s  f e l l  r o u g h l y  1 0 %  f r o m  t h e
p r i o r  y e a r ' s  p e r i o d .  T h e  c o m p a n y  e x p e r i -
e n c e d  s o f t n e s s  i n  h e a t i n g  d e m a n d ,  o w i n g
t o  w a r m e r - t h a n - u s u a l  t e m p e r a t u r e s  d u r -
i n g  t h e  p e r i o d .  T h i s  w a s  p a r t i a l l y  o f f s e t  b y
m o d e s t  g r o w t h  i n  t h e  c u s t o m e r  b a s e .  O v e r -
a l l .  2 0 0 7  e a r n i n g s  c a m e  i n  s l i g h t l y  b e l o w
t h e  2 0 0 6  f i g u r e .  L o o k i n g  f o r w a r d ,  c o n d i -
t i o n s  m a y  r e m a i n  s o m e w h a t  c h a l l e n g i n g
i n  t h e  c u r r e n t  y e a r .  W e  a n t i c i p a t e  r e l a t i v e -
l y  s l o w  c u s t o m e r  g r o w t h .  d u e  p a r t l y  t o  t h e
d o w n t u r n  i n  t h e  h o u s i n g  m a r k e t .  T h u s ,  w e
h a v e  l o w e r e d  o u r  b o t t o m - l i n e  e s t i m a t e  b y
$ 0 . 2 0  a  s h a r e .  t o  $ 2 . 0 5 .
T h e  c o m p a n y  r e m a i n s  f o c u s e d  o n
p r o c u r i n g  r a t e  r e l i e f  a n d  i m p r o v i n g
r a t e  d e s i g n .  I n  o r d e r  t o  a d d r e s s  w e a t h e r -
r e l a t e d  v o l a t i l i t y ,  S o u t h w e s t  h a s  i n c l u d e d
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SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-2

(ACC-STF-2-1 THROUGH ACC-STF-2-22)
EXHIBIT

.5~ 91DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DECEMBER 19, 2007
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Request No. STF-2-16:

Please identify each utility regulatory rate proceeding in which Mr. Hanley has
provided cost of capital testimony since 2000 and provide the following information:

i. Name of utility

j. Name of regulatory jurisdiction

k. Docket number

I. Date of testimony

m. Cost of equity recommended

n. Cost of equity approved .

Respondent: Treasury Services

Response:

Please see the requested information attached.
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Attachment to Response to STF-DP-2.16

Frank J. Hanlev'5 Cost of Capital Testimony from January 2000 through December 2007

Recommended by Mr Hanley Authorized by Regulatory Body

Client

Type of Testimony
Provided by
Mr Hanley Requlatary Body

Docket
N um Ber

Date of
Filiinq ROE

Common
Equity Ratio

Date
of Order ROE

Common
Equity Ratio

UW-W-001

c-R-0051 19

D-G,g1551-A-00-03 OF

R-00085459

P-97-4

02z02foo

04/03/00

05105100

07:'14/00

12:13.00

43 070 %

50 000

42.000

50010

50500

NA

1210?400

10.'24/tJ1

Early 2001

11/2 ?1'(]2

NA 'Vo

- - (1)
11.000

- - (0

14.750

NA 819

-- {1)
40.000

- (13

50.500

Direct - ROE

Direct - ROE

Direct RGE

Direct . ROE

Direct - Cap St 8. ROE

Direct- Cap. St 8 ROE

Direct - Cap St & ROE

Direct - Cap St. s. ROE

Direct- ROE

Direct- ROE

Idaho Public Utility Commission

Pennsylvania Public Utlllty Commission

Arizona Corporation Commission

Pennsylvania Public Utility Commission

Regulatory Commission of Alaska

Regulatory Commission of Alaska

Regulatory Commission of Alaska

Regulatory Commission of Alaska

West Virginia Public Service Commission

West Virginia Public Service Commission

p-Q74

P-974

P-9?-4

C-01 -om 1-G-42T

C01-0011-G-42T

12113/00

12l'13u'00

12113/00

03/0301

03/02101

50.500

50500

50 500

50000

50.000

11,r2?/G2

11/2?J'{}2

11»'2T1'G2
10.*'3H01

10.l'31/01

14.380

13.010

13.460

--  (1)

- -  (1)

13.85

NA

-- £11
1 1 1 5 0

NA

58.500

5{} 500

50.500

-  -  (0

- - (1)

70.00

NA

-  -  0)
4T.203

NA

United Water Idaho

PG Energy

Southwest Gas Corporation

T.W Philtlps Gas and Oil Company

Tesoro Alaska Company (RE: TAPS Carriers) '

Tesoro Alaska Com party (RE: TAPS Carriers] *

Tesoro Alaska Company (RE: TAPS Carriers) *

Tesoro Alaska Company (RE: TAPS Carriers] *

Mountaineer Gas Company

Mountaineer Gas Company

J. L. Properties [ RE: Golden Heart Utilities)

Sattville Gas Storage Company L L C

Southwest Gas Corporation

Interstate Power and Light Company (Electric)

Tesoro Alaska Company {RE Olympic Pipeline)

Direct- ROE

Dlrect- ROE

Direct ROE

Direct - ROE

Dlrecl - Cap. St. 81 ROE

Regulatory Commission of Alaska

Virginia Slate Corporation Commission

Public Service Commission of Nevada

Iowa Department of Commerce- Utilities Board

Federal Energy Regulation Commission

u4J0-115 I U-00-116

PUE01{]585

D01-?023

D-RPU-02-3

IS01-441-003

03f05»'01
12!21l'01

07113101

03129/02

04:22f02

11300 %

12.800

12800

13.400

14000 (2)

13.250 {3)

12250 (4)

12500 (5)

13.000 (6)

17.950 (7)

12850

15.000

12 500

12.250

13.750

50.000

35.000

42.000

51 .322

46.400

09124-01

NA

12»'1 (2001
04/15/03

NA

Direct - ROE Virgin Island Publkz Services Commission Docket No 532 04129102 15 400 45.570 NA 16578 69.260
Virgin Islands Public Service Corrtrmssion

(RE: Virgin Islands Innovative Telephone Co.)

Tesoro Refining and Marketing Company
(RE: Olympus Plpeline)

Interstate Power and Light Company (Gas)

Arkansas Western Gas Company

J L Properties Inc ( RE: Golden Heart Utilities)

Direct - Cap. St. & ROE

Direct ROE

Direct- ROE

Direct- ROE

T0-011472

D»RPU-027
D-02-22?U

U-02-13 : U-0214

05¢'13J'02
0TJ'15J'02

11/08/02

11122!02

45.400

51 322

39040

53.670

NA

05M 5103

09:1 woo

NA

NA

11.050

9.900

NA

NA

47.B38

35.200

NA

U-02-13 r U-02-14

C-R-00038158

lj-E.0g1;GR03-757

P-03-4

P-03-4

11/22;02

{}41'1 eras

05119/03

09103:93

09/03103

50960

53.000

47.261

49480

50.120

NA

132303

04/05m4

06110104

OSH 0104

NA

-- (1)
11.250

NA

.» (1)
47.150

Direct - ROE

Direct - ROE

Dtraci - ROE

Direct - Cap SL & ROE

Direct - Cap. St. a. ROE

Direct - Cap. St. 8. ROE

Direct- ROE

Direct- ROE

Direct- ROE

Dlrect Cap. St. 8=ROE

Washington Utilities & Transportation Commission

lowa Department of Commerce Utilities Board

Arkansas Public Service Commission

Regulatory Commission of Alaska

Regulatory Commission of Alaska

Pennsylvania Public Utility Commission

Minnesota Public Utility Commission

Alaska Pubic Utility Commission

Alaska Pubic Utility Commission

Alaska Pubic Utrilty Commission

Public Service Commission of Nevada

Public Service Commission of Nevada

Federal Energy Regulation Commlsslon

New York Public Service Commission

P 0 3 4

D-04-301 1

D-04-3011

EL-0U105~007}ER-002019-00?

C-04G-1047

09/03r'03

03108104

03/08/04

04f28f'04

08l'27!04

13 000

12100

12.900

12.650 (B)

12.850 (9)

12.750

12 300

12.950 [101

13.525 111 }

15.050 (12)

11.750 (14)

11.750 114)

12.065

t 1.8T5

51.659

42.080

42000

45.800

51 .090

08M 0:04

0a»'26:04
08126I04

NA

[]?!22f05

(13)

(13)

(131

Direct Cap. St 8 ROE

Direct - ROE

Direct - ROE

Dlrect ROE

Direct - ROE

Pennsylvania Public Utility Commlssion

Arizona Corporation Commission

Arizona Corporation Commission

West Virginia Public Service Commission

Iowa Utilities Board

c-R-00049655

G-D1551A-04-08?s

G-01551A-g4-()8]r8

04-1595-G42T

RPU-051

09115104

12:08:04

12308/04

02109.*05

04)15/05

118T5

11950 (15)

11100 (16)

12.250 (171

11.500

51 500

42.000

42 000

41 210

51 .423

031'30.1'0]

02/23105

02:'23:06

nam 1J'05

10:14195

40.000

40.000

NA

- - we
I a

40.000

40.000

- - (1)
49.350

(15)

J L Properties Inc { RE: Golden Heart Utilities)

National Fuel Gas Distribution Corp.

Interstate Power and Light Company (Electric)

Tesoro Alaska Company (RE: TAPS Carriers) '

Tesoro Alaska Company [RE TAPS Carriers) '

Tesoro Alaska Company (RE: TAPS Carriers) '

Southwest Gas Corp [Northern Nevada Div.)

Southwest Gas Corp. (Southern Nevada iv)

City of Vernon California

National Fuel Gas Distribution Corp.

National Fuel Gas Distribution Corp.

Southwest Gas Corporation

Southwest Gas Corporation

Mountaineer Gas Holdings LP

interstate Power & Light (Gas)

interstate Power and Light Co. (Electric)

Anadarko Petroleum Corporation (Re: TAPS Carriers) '

PG Energy

Missouri Gas Energy

National Fuel Gas Dist Corp.

Direct - ROE

Direct - ROE

Direct - ROE

Direct - ROE

Direct- ROE

EGUUGR-05-T48

ISD5-82-000

R00061365

GR-2006-0422

R-0{J06\493

USM 6/05

12107105

G4/13J'05

o5m1me

OSH 5:06

50.064

45.000

48.000

46.000

51.500

03;03;05

a5r1;=m1

11:30l'06

03:22/07

12/04*'06

49.100

45.000 (18)

- - (14
36.050 (19)

- - to

New England Gas Company

Washington Gas Light Company

Washington Gas Light Company

Direct- ROE

Direct- ROE

Direct ROE

Minnesota Public Utilities Commission

Federal Energy Regulatory Commission

Pennsylvania Public Utility Commission

Missouri Public Service Commission

Pennsylvania Public Utility Commission

Massachusetts Department cry Tel and Energy

Virginia State Corporation Commission

District of Columbia Public Service Commission

DpU-0?-48

PU E-2005-0005 g

Docket No. 1054

07J17/0r8

09/15/06

12121;06

11.500

12.150

11.950

11.950

12.000 - 12 250 120)

12 150

10.750 - 11.750 (22)

10580 - 11.580 (24)

46.000

55 560 (22)

55480 (24)

0?J'31l'07

091'1 am?

12r2a10? (25)

10.500

10.500

NA

-  -  ( 0

- -  ( 1 )

9 500

g 500

-  -  ( 0
10.400 (0

10.390 (0

12.150 ( l l )

1 0
10.500

( 1 )

- - (1 21)

10.000 (1 23)

g T00 (1 25)

[ 121}

(1)
(125)
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Attachment to Response to STF-DP-2.16

Frank J. Hanley 's Cost of Capital Testimony from Januarv 2000 through December  2007

Recommended by Mr. Hanley Authorized by Reg.ulatory Body

Client

Type of Testimony
Provided by
Mr. Hanley

Docket
Number

Date of
Filiinq ROE

Common
Equity Ratio

Date
of Order ROE

Common
Equity Ratio

National Fuel Gas Dist. Corp

Washington Gas Light Company

Direct- Cap. St & ROE

Direct - ROE

07-G0141

Docket No. 9104

01 I29/07

04l'2{}:{}?

12/2119?

11:16/07
(27) 9100

10.000

44350

53.020

Direct Cap. SL 8. ROE

Direct- ROE

Regulatory Body

New York Public Service Commission

Maryland Public Service Commission

New York Public Service Commission

Arizona Corporation Commission

0?-G-0772

G~0155A-0 T-0504

0613cu0?

08a'31/07

11.150 ¢ 11.850 {26)
10500 - 11500 (28)

11.000 - 12.000 (29)

11250

51.500

56.040 (28)

48350

45.000

12."13J'0?

NA
(30)

(31)

10.000

NA
-(30)

NA

Coming Natural Gas Corp.

Southwest Gas Corporation

Interstate Power and Light Co.
[Wind Farm Project) Direct - ROE Iowa Utilities Board RPU-07-5 0EI/28J07 12.300 NA NA (32) 11.700 %{1 32) NA (32)

NA = Not Available

TAPS = Trans Alaska Pipeline System

Notes:
(1) Order followed stipulation or settlement by the parties. Decision particulars not necessarily precedent-setting or specifmally adopted by the regulatory body. ROE or Common Equity Ratio may not be specified .

(2) Applicable to the Year 2000.

(Cl) Applicable to the Year 1999.

(4) Applicable to the Year 1998

(5) Applicable to the Year 1997

(6) Applicable with a Traditional Regulatory Ratemaklng Safety Net.

(T) Applicable to an extended period without the protection of the Traditional Regulatory Ratemaking Safety Net.

(B) Applicable to Water Utility Operations.

(9) Applicable to Wastewater Utility Operations

(10) Going forward based upon August 2003

[11) Applicable to the Year 2002

(12) Applicable to the Year 2001

(13) The TAPS Carriers' tariff fillings were rejected The permanent tariff f Otes determined in Docket No. 97*4 remain in effect until the Commission approves revised rates.

(14) Mr. Hanleys recommended ROE was 11 50% if the requested Margin Per Customer Balancing Provision was approved.

(15) Recommendation without protection against weather and J' or change in volumes

(16) Recommended common equity cost rate assuming approval of the requested Conservation Margin Tracker (CMT).

(17) Mr. Hanley recommended a common equity cost rate of 12.25°/a. while Mountaineer Gas Holding requested only 1130%.
(18) ALJs recommended decision Awaiting FERC final order

(19) Parent company capital structure was utilized

(to) Mr Hanleys recommended range of common equity cost rate was 12.00% - 12.25%. NFGDC chose to request the high end of the range or 12.25% as explained in the testimony of NFGDC Witness Eric Meinl.

(21) On June B. 2007 Souther Union Company db New England Gas Company filed a petition with the Massachusetts Department of Telecommunications and Energy (N1DTE) seeking approval of an offer of settlement entered into with the Attorney General of the Commonwealth and the Low-Income Energy
Affordability Network (LEAN). On July 31 200i' the MDTE issued an order approving the settlement which is silent regarding cost of capital issues Settlement agreement was reached before the direct testimonies of the Attorney General and LEAN were tiled.

(22) Mr Hanley recommended a common equity cost rate of 11.25% the midpoint of a range of 10.75% . 11.?5%. It was applicable to the Companys 55.56% common equity ratio, part of the capital structure supported by Company Witness Vincent L. Ammann.

(23) The settlement and SCC order did not specify parameters upon which the stipulated increase was based hut it did specify that a reasonable equity return for the company was 10% the midpoint M a 9.5%-to10.5% range. The settlement and soc order also provide for implementation of a four-year
performancebased rate (PBR) plan that includes an earnings sharing mechanism (ESM) and a weather normalization adjustment (WNA). The ESM allows the Company to retain earnings up to a 10.50% ROE before sharing commences.

(24) Mr. Hanley recommended a common equity cost rate of 11 08% the midpoint of a range of 10.58% - 11.58% It is applicable to the Comparlys 55.48% common equity ratio part of the capital structure supported by Company Witness Vincent L. Ammann As of part of the settlement agreement discussed
on Note 25 WGL withdrew its application for Revenue Normalization Adjustment Clause (RNA) which was reflected in the recommended ROE. Furthermore as part of the settlement agreement WGL withdrew its application for a PerformanceBased Rate Plan (PBR)

(25) (Jn December 142007 WGL filed a joint motion tor approval of a non-unanimous settlement in the proceeding On December 28, 2007 the District of Columbia Public Service Commission approve the non~unanimous settlement agreement As of part of the settlement agreement WGL withdrew its
application for approval of a PBR plan. Furthermore WGL withdrew its application for a approval of a RNA However the settling parties agree that Washington Gas may seek approval of a RNA through a separate formal proceeding after the Commission has issued its initial decision on the proposed "Bill
Stabilization Adjustment" in the Potomac Electric Power Company rate proceeding. The settlement agreement does not expressly state a specific return on common equity or common equity ratio. However according to the order based on the capital structure ratios and cost figures for long-term debt short
term debt. and preferred stock proposed by Washington Gas approval of the Settlement would result in a 9.70% return on common equity

(26) Mr. Hanley's recommended range of common equity cost rate depending upon whether the requested CIP (See Note 27) was approved or not

{27) On September 19 2007 the PSC approved the Conservation Incentive Program (CIP) which allowed National Fuel Gas Distribution Corporation to move forward in developing the program in detail. On October 31 2007 NFG's announced that as part of its CIP rebates will be available for qualifying
natural gas equipment beginning with purchases made on or after November 1 2007. The CIP represents a substantial commitment to running extensive programs promoting the benefits of conservation through education rebate offers and targeted low-income initiatives. The other issues still included in
the request filed in January 2007 were addressed in the final order issued by the New York Public Service Commission on December 21 , 2007.

(28) Mr. Hanley's recommended common equity most rate was 11.00°/u. the midpoint of a range of 10.50% - 11.50% which was applicable to the Companys 56 040% common equity ratio part of the capital structure supported by Company Witness Vincent L. Ammann A RNA (See Note 24) has been and is in
place.

(29) Mr. Hanley's recommended range of common equity cost rate was based upon a range which is 50 basis points above and below the 11.50% indicated common equity cost rate after adjustment for unique risk. 11.00°/n = 11 50% - 0.50% and 12.00% = 11.50% + 0.50%.
(30) On October 22 2007 a procedural conference was held to discuss Cornings request that the rate case be treated as a mint rate case on an accelerated basis. The active parties (Corning Multiple interveners and Bath) did not oppose this case being converted to a mini and staff acting in an advisory

capacity. In addition a deadline of November 27 2007 was agreed to by the parties attending the conference with no replies A final decision by the New York Public Service Commission was issued on December 13 2007. Although the order established a 10.0% Allowed ROE it does not state the
common equity ratio associated with such ROE.

(31) This instant proceeding is still in progress. Testimonies of other parties have not been filed.

132) On November B 2007 the Consumer Advocate Division of the lowa Department of Justice filed with the Iowa Utilities Board a "Motion to Suspend Procedural Schedule" in this docket In support of the motion the Consumer Advocate stated that it had negotiated with ILL a settlement of all issues in this case.
The signatories at the settlement agreement agreed that the allowed rate of return on common equity capital on the portion of the ILL Wind Project shall be 11.700%. On November 19 2007 the lowa Utilities Board issued an order suspending procedural schedule. Awaiting final order by the lowa Utilities
Board


